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MEMORANDUM FOR: Mr, Warner

SUBJECT: The Interest Equalization Tax Act ~
H.R, 8000

1. The purpose of H,R, 8000 as noted in the President's
Special Mesaage on the Balance of Payments, 18 July 1963, is
to stem the outflow of long-term capital from the United States.
As was noted in thie message, portiolio investments have been
rising rapidly in recent years, This is due mainly to the
lower interest rates in the United States coupled with the
continued existence of direct controls and inadequate capital
market mechanisms in many foreign countries. The President
stated that a temporary measure would be neceseary to help
equalize interest rate patterns for longer term financing in the
United States and abroad which in turn would make United States
rates lesa attractive to foreigners. Accordingly, he proposed
the enactment of H,R. 8000 which in effect increasesa by
approximately one percent the interest cost to foreigners of
obtalning capital in the United States. It should be emphasized
that this Bill {8 contemplated by the Administration as being
but a temporary measure, At present it is thought that by 1965
improvement in our balance of payments and in the operation of
foreign capital markets will permit the abandonment of this
measure.

General Description of H,R, 8000

2. {a) H,R. 8000 proposes the enactment of the Interest
Equalization Tax Act of 1963 under which a special temporary
excise tax, to remain in effect through 1965, is imposed
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on the acquisition by American persons of stock or
debt obligations of foreign issuers. The tax will also
spply to acquisition of depositary receipts or other
evidence of interest in or rights to acquire interest,
The tax will be payable by all United States citizens,
residents, and corporations except as stated within
the Bill. It will apply to portfolio purchases of stock
or debt securities issued by foreign corporations,
governments, or other persons whether or not such
securities are new or outstanding and whether or not
the acquisition is effected in the United States ox
gbroad. It will not apply to purchases by Americans
from Amerlcans,

{b} The tax will be imposed on each acquisition
by the United States person of a debt obligation of
a forelgn obligor if such obligation has a period
remaining to maturity of three years or more, The
tax on such debt obligations will vary from 2.75 percent
of actual value where the period remaining to maturity
is three years to 15 percent of actual value where the
period remaining to maturity is 28 1/2 years or more,
In the case of an acquisition of stock of a foreign issuer
by a United States person a tax will be imposed equal
to 15 percent of the actual value of the stock,

3, (a) The tax will not be applicable to direct
inveastment by United States persons in overseas
subsidiaries or affiliates. A direct jnvestor is defined
as one who owns, immediately following the acquisition,
directly or through a foreign corporation at least ten
percent of the combined voting power of all classes of
stock entitled to vote. This exclusion will apply to both
debt obligations and securities. However, such exclusion
will be inapplicable in certain instances where the
foreign corporation is formed or avalled of for the
principal purpose of acquiring securities otherwise
subject to the tax unleas acquired in the normal course
of the activities of certain businesses.

(b) The tax will also not be applicable in the following
situations:

{1} Loans made by commercial banks in the
ordinary course of their commercial banking business
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{2) Credits extended to producers of United
States goods and services in connection with their
exports, as well as Export-Import Bank financing

(3) Securities lssued by international organizations
of which the United States is a member

{4) Securities lssued by governments of Less
Developed Countries and Corporations where the
principal activities are in those countries

{5) Resale of foreign issues by an underwriter
to foreigners

{6) New issues of gecurities where the
President has determined that the application of
the tax would imperil or threaten the stability of
the international monetary system.

4, Generally the tax will be effective regarding acquisitions
made after 18 July 1963, However, various exceptions apply here,
For example, acquisitions effected on a national securities
exchange on or before 16 August 1963 will not be subject to the
tax, Purchase commitinents made on the open market on or
before 18 July will also not be affected by the tax,

5. The United States person making such a taxable
acquigition is liable for the tax, The Bill provides that applicable
returns must be filed monthly, With regard to the exclusions
for securities acquired by United States persons from United
States persons, the Bill provides for the filing of certificates of
ownership to prove that the seller was a United States citizen, resident,or
corporation during the necessary period of time,

Detailed Description of Pertinent Sections of H.R, 8000
6. Definitions,

(a) The term stock is defined in the Bill as meaning
any stock, share, or capital interest in a corporation,
assoclation, insurance company, or joint stock company;
any interest of a limited partner in a limited partnership;
any interest in an investment trust; any indebtedness
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convertible by its terms to stock of the obligor within

a period of five years or less from the date of acquisition;
and any interest in an option or similar right to acguire
any such stock,

(b} A United States person is defined by the Bill
as meaning a citizen or resident, a partnership created
or organized in the United States, a corporation created
or organized in the United with various exceptions, an
agency or wholly owned instrumentality of the United
States, a state or any agency instrumentality or political
subdivision thereof, and any estate or trust the income
of which from sources outside the United States is
{ncludable in gross income or would be 80 includable if
not exempt under certain specific sections named in the
Bill or which is situate in the Commonwealth of Puerto
Rico or a possession of the United States.

{¢} The term acquisition is defined as meaning any purchase,

transfer, distribution, exchange, or other transaction by

virtue of which ownership is obtained either directly or through

a nominee, custodian, or agent, Any extension or renewal
of existing debt obligations requiring affirmative action

of the obligee at the time of such extension or renewal

is also considered as being an acquisition,

{d) Under Section 4914 the following transactions are

listed as not being considered acquisitions for the purposes
of this Bill:

{1} A transfer between a person and his nominee,
custodian, or agent

(2) Various tranefer by operation of law

{3) Any transfer to a United States person by
legacy, bequest, or inheritance or to an individual

by gift

{4) Any distribution by a corporation to a share~
holder with respect to or in exchange for its stock
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{5) Exerclse of a right to convert a debt
instrument into stock

(6) Any stock option granted an employee
with restrictions as to transferability,

7. Under Section 2912(b) certain transfers of money or
property to foreign trusts or partnerships will be deemed
acquisitions in an amount equal to actual value of the money or
property transferred if and to the extent that such trusts or
partnerships are avalled of to acquire stock or debt obligations
of one or more foreign obligors other than debt obligations having
a period of less than three years to maturity, Under this section
capital contributions by shareholders of & foreign corporation
are also deemed acquisitions in an amount equal to the actual value
of money or property transferred, Acquigitions of stocks or debt
obligations of a foreign {ssuer or obligor in certain reorganization
exchanges shall also be considered taxable acquisitions.

8. Exclusiona. The Bill specifies that the tax shall not
apply to acquisitions by:

(a) Agencies or wholly owned instrumentalities
of the United States :

(b} A commercial bank in making loans in the
ordinary course of its commaercial banking business,
This exclusion also applies to acquisition through
foreclosure. However, it does not extend to investment
banks, trust companies, or others not regularly engaged
in the commercial banking busineas or to acquisition by
such a bank for its investment portfolio. For the purpose
of this Bill corporations organized under Section 25(a)
of the Federal Reserve Act (the Edge Act) are considered
commercial banks, Where a person is engaged in other
business as well as commercial banking, only such
acquisitions relating solely to the commercial banking
business are excluded. It should be noted that the
Treasury will look to past commercial banking practices
as being indicative of the ordinary conduct of the business,
It was pointedly noted that ordinary loans by such
organizations are usually not made for periods of more
than five years and usually are made for less than three
years,
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{c¢} United States persons in connection with loans
made to assure raw materials sources

(d}) United States persons doing business in a
foreign country where such acquisition is reasonably
necessary to satisfy various requirements of that
country

(e} Certaln tax-exempt organizations with affiliates
or branches in local countries in certain clrcumstances

{f} United States person arlsing from the sale of
property or services {except an underwriter or dealer
in securities} where payment is guaranteed or insured
by the United States or where 85 percent of the purchase
price iz attributable to the sale of United States goods
or the performance of services by a United States person,
subject to various restrictions within the Bill

{(g) Life and Casualty insurance companies, operating
in a foreign country, to the extent such acquisitions are
necessary, in a manner to be computed in accordance
with the Bill,

It should be noted that Sections (c), (e), (f}, and {g) are revisions
suggested by the Treasury.

9. Exclusion for Direct Investment, An extremely important
exclusion from the application of this Bill {8 that relating to direct
investment in foreign corporations, As a general rule it is
proposed that the tax will not be applicable to acquisitions of stock
or debt obligations if irmmediately after the acquisitions the
United States person owns ten percent or more of the combined
voting power of all claeses of atock of the foreign corporation,

The Secretary of Treasury suggested a further revision of this
exclusion to the effect that stock owned by members of a group

of domestic corporations which qualify for filing a consolidated
income tax return would be counted ‘in. letermining qualification
for thie exclusion. By another suggested revision the Treasury
will allow qualification for this exclusion by investments in the case
of three or fewer United States persons if a foreign government or
state -owned enterprise owns a substantial percentage of the stock;
and such persons above referred to own ten percent of the combined
voting power. This provision therefore would apply especially to
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gituations involving the construction and operation of oil pipelines
where foreign governments require ownership to be widespread
making it at the very least difficult for a United States person to
own ten percent of the stock, For purposes of the direct investment
exclusion, stock owned directly or indirectly by or for a foreign
corporation shall be considered as being owned proportionately

by ite shareholder. This exclusion, however, does not apply to

a foreign corporation formed or availed of by a United States
person for the principal purpose of acquiring an interest in stock
or debt obligation of other foreign isguers or obligors except where
such acquisitions are made to satiafy minimum requirements of
foreign law or are in the ordinary courae of the business of under~
writing or distributing securities igsued by others or where the
person making the acquisitions ig arting as a broker or in making

. loans in the ordinary course of its business as a commerxrcial bank,
This exclusion is also not applicable where the acquisitions are
made with an intent to sell or to offer to sell any part of such stock
or obligation to United States persons.

. 10, Exclusion for Investment in Less Developed Countries.
The tax will also not apply to various investments in stock or debt
obligations of a foreign issuer or obligor constituting an investment
in a less developed country. Both the type of investment required
and the term less developed country are defined within the Eill,

11. The Bill empowers the President to exempt new or
original issues of stock or debt obligations of a foreign country
from the application of this tax upon determination that the tax
will have such consequences for such country as to threaten or
tmperil the stability of the international monetary system. The
exemption may be applicable to all such issues or only to an
aggregate amount or classeification thereof.

12. Various other revisions of this Bill exempt acquisitions
later sold by underwriters and dealers to foreign persons, Other
procedural sections provide for the filing of income tax returns
where applicable and the certificates of ownership in sales from
Americans to Americans,

13, Disallowance of Deductions, By the terms of this
Bill any amount paid as Interest Equalization Tax cannot be
deducted for income tax purposes except to the extent that any
amount attributed to the amount paid as tax is included in gross income,
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Comment on H, R, 8000

14. As has been stated, the President {s authorized to
exempt certain acquisitions of new issues by executive order
where the stabllity of the international monetary system is
threatened. Secretary Dillon has stated that new Canadian
iseues would be exempt under this provision due to the present
financial difficulties faced by Canada. However, this exemption
will be closely watched by the Treasury, and in the event Canadian
borrowing exceeds "prudent limits, " the Treasury will recommend
that a limitation be placed on the volume of such exempt borrowings.
This provision, however, does not affect the extremely large
holdings of American investors in Canadian companies as present
holdings would not be exempt, During the hearings on this Bill
before the Ways and Means Committee, Secretary Dillon did
state that the Treasury would be prepared to study the situation,
not uncommon regarding Canadian companies, where more than
one-half of the securities are owned by Americans. Evidently
as a result of the above statement of the Secretary, a revision of
the definition of foreign {ssuer or obligor has been suggested by
the Treasury. This revision would treat as United States persons
forelgn corporations closely identified with the United States and
generally regarded as American companies. Such companies would
qualify where the stock of the corporations is traded on at leagst
one national security exchange in the United States; where the
trading on such exchange conatituted the principal market for
such stock during a period prior to announcement of the tax
and where more than fifty percent of the stock was held of record
by United States persons as of the latest record date prior to
the announcement of the tax,

15, The exclusion of commercial banks from this tax
ls based on the fact that most large commercial loans do not
exceed three years in length and few exceed five years., Secretary
Dillon has noted that the Treasury will keep close watch on such
loans in the future. In effect this exclusion is predicated on the
hope that the volume of long~term loans by commercial banks will
not drastically increase, This exclusion has been attacked by
members of the business community especially with regard to the
fact that it applies only to "commercial® banking,

16, The direct inveatment exclusion has also been attacked

as being unfair to smaller investors. Spokesmen for business
and banking interests, including representatives of the oil,
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contracting, and live insurance business, also attacked the
narrow scope of this exclusion, Much of their concern is based
on the fact that such business find it necessary as accepted
practice to hold foreign obligations. Specific mention was made
of the need for life insurance companies to invest in foreign
stocks as well as the fact that current business climate overseas
necessitates the lending of money to foreign customers by oil
and construction companies in return for debt obligations or
stock., According to such commentaries, a fatlure to follow
such practices would severely and adversely affect the competitive
position of the United States firms. While some relief has been
offered by the Treasury's suggestion, it ls questionable as to
whether or not it will satisfy the industries concerned. A baslc
question railsed by such representatives is whether or not
acquisitions of this type are really portfolio transactions as
contemplated in the rationale behind the tax Bill,

17. On broader grounds the tax has been attacked by
various members of the business and banking community as
being in essence an exchange control which could very well
result in loss of confidence in the dollar as a result of fear of
further restrictions on financial transactions by the United States.,
Such views are not unsupported, Along this line it was also
argued that the raise of approximately one percent in interest cost
will not equalize the interest rates between the United States and
foreign capital markets. The general consensus of the business
and banking community is that this tax will not fulfill its purpose
and has a very good possibility of further impairing the United
States position regarding balance of payments. These representatives
seem to feel that this Bill is not directed at the fundamental cause
of the balance of payments deficit. Whether or not such belief is
Incorrect may very well be irrelevant in light of the fact that the
leaders of such communities might predicate future activities on
such a belief.

18, According to the Treasury Department the chances for
passage of this Bill are still good. Although there is some opposition
principally from the Republicans in Congress, the opposition's
purpose has not been to kill the Bill but rather to broaden the scope
of the exemptions and exclusions. At the present tirne much effort
is being given to exclude stock from the application of the tax, For

ntepts and

ILLEGIB —urposes the Bill then would only be applicable to
ILLEGIB SIIgations.
ILLEGIB

STAT

Approved For Release 2005/(5/18|: CIA-RDP66B00403R000500200002-1




Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1
STAT GGO:[ (4 Nov 63)
Distribution:
Crig, - Addressce
1 - Subject

STAT 1 - [ ]signer

1 - Chrono,

Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1



1964

the Director go in, but requiring him to
show cause, as it were, why he should
not turn the program over to a State on
the request of a State, is the best plan to
keep away from the argument that poor
people will not be helped because of the
obduracy of some State. At the same
time, it would not deny to a State the op-
portunity to take over a program if it
is fully able to take it over effectively.

Mr. CARLSON. If the Senator from
New York will permit me, I would agree
with him in that latter statement, but I
assure the Senator from New York that
there are many States that would be will-
ing to cooperate effectively in a program
of this type.

Mr. JAVITS. The amendment I have
proposed would result in a large part of
this program being under State admin-
istration in a relatively short period of
time. As always happens in these pro-
grams, the States take over slowly when
there is not much enthusiasm for a pro-
gram. In this case, they could move as
fast as 1 year. Most of the States which \»
took over the program which was offere
to them have moved within 1 year.

[From the New York Times, July 6, 1984]
FUNSTON JOINS THOSE OFPPOSING INTEREST-
EQUuaLIZATION TAX EILL

(By Vartanig G. Vartan)

Kelth Funston, president of the New York
Stock Exchange, has jolned the parade of
people asking Congress to reject the interest-
equalization tax bill. The proposed tax,
which already has cleared the House, would
be levied on foreign securities purchased by
Americans from forelghers.

The graduated tax scale runs up 15 per=-
cent. 'The bill is being pushed by the John-
son administration.

Mr. Funston made known the views of
the big board over the weekend in a state-
ment filed with the Senate Finance Commit-
tee. The committee completed public hear-
ings last week on the legislation. :

An exchange spokesman sald that Mr. Fun-
ston, who did not appear in person in Wash-
ington, was on the west coast last week o
a business and vacation trip. .

TWO OBJECTIONS

Mr. Funston opposed the tax on two chief
points. He sald it would be ineffective as a
remedy for the balance-of-payments deficit

also that it would discriminate against

cks.
In place of the proposed bill, he urged
Congress and the administration to give full
support to recommendations in the Presi-
dential task force report on the balance of
payments.

And, if necessary, Mr. Funston sald, & vol-
nuntary capltal issues committee could be set
up to screen capital lssues coming to the
U.8. market from abroad.

In his statement, he scored the tax bill
for being “out of step with the trend toward
international cooperation, inconsistent with
other U.S. pollcies in the international fleld,
and alien to our own history of promoting
free capital movement.”

ATMED AT DEFICIT

The idea behind the proposed legislation
is that by cutting down on the sales of for-
eign stocks and bonds in the U.S. market,
it would reduce the payments deficit.. This
13 the gap between the amount of funds flow-
ing out of the country and amount return-
ing.

The bill would levy a tax during the period
from July 19, 1963, to December 31, 1965. One
impact of the proposal alresdy has been to
lower the market prices of many foreign se-
curlties in this country and to curtail sub-
stantial trading in these issues.

“The tax should not be passed, even as
a temporary measure,” the exchange presl-
dent said.

“Passage would offer only limited relief to
our balance-of-payments position, while im-
posing restrictions on U.S. capital at & time
when we are encouraging others to open their
capital markets to forelgners.”

“Enactment of this tax,” he added, *“will
serve as a precedent for any country to Justify
imposing or continuing restrictions on capi-
tal flows, and raise questions about U.S. in-
tentions in the whole.payments area.”

OCK
IN=-

PRESIDENT OF NEW YORK
EXCHANGE OPPOSED TO
TEREST EQUALIZATION TAX

Mr. JAVITS. Mr. President, I would
like to call to the attention of the Senate
an article which appeared in the July
6, 1964, issue of the New York Times
indicating the strong opposition of Keith
Funston, president of the New York
Stock Exchange, to H.R. 8000, the in-
terest equalization tax bill.

Mr. Funston bases his opposition on
the grounds that the measure would be
ineffective as a remedy for our balance-
of-payments problem and that it would
discriminate against stocks.

As positive alternatives to the fax pro-
posal he proposes two excellent alterna-
tives: Full implementation by the Con-
gress and the administration of the rec-
ommendations of the Presidential Task
Force on the Balance of Payments—
otherwise known as the Fowler Commit-~
tee—and, if it becomes necessary, a vol-
untary capital issues committee.

As my colleagues know, I am opposed
to the proposed tax. I do not believe
that it would work, or that there is con-
tinued justification for the measure.
Should a new balance-of-payments
emergency arise in the future a much
more effective approach would be
needed. A capital issues committee,
would, in my view, and in the view of a
great many members of the financial
community, do the job with far greater
effectiveness.

I ask unanimous consent that the New
vork Times article, as well as my July 2
statement before fhe Senate Finance
Committee on H.R. 8000, may be printed
in the Recorp at the conclusion of my
remarks.

There being no objection, the article
and the statement were ordered to be
printed in the REcorp, as follows:

No. 140——15

STATEMENT BY SENATOR JAVITS

I appreciate the opportunity to testify be-
fore this committee in opposition to H.R.
8000, the interest equalizasion tax bill, a
measure which is of particular interest to
me and to the New York financial coms-
munity, and which has a critical bearing on
the national economy.

Let me make it clear that I feel this meas-
ure is nothing more than a new kind of pro-
tective tariff which when enacted will not
only be incapable of doing the job 1t 1s de-
signed to do, but which can have a deleterl-
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ous effect on the role of the United States as
the financial center of the world. I also
agree with the conclusions of many experts
that there is no present emergency, and that
there are alternatives better able to reduce
our imbalance of international payments if
any emergency arose. Of these alternatives,
1 belleve that the creation of a capital Issues
committee, under the guidance of the Treas-
ury, would be most effective.

Since the President’s balance-of-payments
message last July, I have repeatedly ad-
dressed myself to this subject. I would how
like to summarize my position on the bill:

1. I believe that the tax is a new protec-
tive tariff desighed to limit the importation
of foreign securitles. Viewed from the op-
posite point of view it is a duty on exports
of private capital for investment abroad.
This is a significant departure from our
traditional policies regarding the free flow of
capltal and our postwar multilateral ap-
proach. As significant, In fact, as would be
a return to high protective tariffs on U.S.
imports regarding our commitment to liber-
alize world trade. We would be setting a
very bad example to the other countries of
the Western World which we have urged to
reduce thelr international trade barriers and
to maintain, as much as possible, the highly
desirable goal of freer flowing capital and ex-
change of goods and services between friendly
countries.

2. This tax would be an exchange control
of limited capacity. It would be a tax specif-
ically designed to control and restrict. It
would delegate to the President discretionary
powers of application and exemption.

3. As indicated in Secretary Dillon’s letter
to me of May 28, 1963, an increase in U.S.
long-term interest rates—which would be
the effect of the proposed tax on foreign in-
vestors-——would not achieve the basic objec-
tive of this measure. The Secretary stated:
“even if long-term Interest rates rose above
thoge in Europe and Japan, we would expect
forelgn governments and corporations, par-
ticularly those needing relatively large
amounts of money, to resort to the highly de-
veloped U.S. market.”

Even after a l-percent increase In the
interest cost to forelgn borrowers in the U.8.
market it will still be cheaper, or as cheap,
to borrow here as in most European coun-
tries. TUnderwriting costs in Europe, for
example, are considerably higher than in the
United States so that even with the tax, bor-
rowing in the United States may be more
attractive than borrowing elsewhere,

Furthermore, & decrease in U.S. capital
supplied to foreign markets will result in an
increase in demand for foreign capital and a
pressure for higher interest rates abroad.
While the interest rate spread between the
United States and Europe initially would be
reduced by about one percentage point under
the bill, the spread probably would return
to approximately its pretax size after the
offsetting increase in foreign rates that would
likely result.

4. Still valid today are the sentiments ex-
pressed in a September 1, 1063 New York
Times editorial: “The tax is difficult to
reconcile with President XKennedy’s asser-
tions that the present tax structure must be
simplified and trade barriers reduced. The
additlon of the tax would complicate the tax
structure and would establish a tfariff on
capital, putting into effect a two price sys-
tem for funds. And desplte the administra-
tion’s claims that the tax will not interfere
with the workings of the free market, it is
clearly a form of control.”

5. The exemptions provided for in the bill
exclude from the tax the major areas of capi-
tal outflow, taxing only a relatively insig-
nificant total of transactions—about 10 per-
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cent of total private U.S. capital exports ac-
co~ding to careful estimates of the Associa-
tion of Stock Exchange Firms. These would
include the purchase of foreign stocks and
the purchase of new foreign bonds (other
than Canadian, which are exempt) where
the borrower is precluded from obtuining the
funds from a bank. Since most lending
abroad—and for the most part foreign
bonds—are purchased by U.S. institutional
Investora such as banks, Insurance com-
panies and the like, the net effect 1s to per-
mit banks to lend money abroad tax free, but
to deny to the other institutional investors
the same right. The forelgn borrower Is
“funneled” into the bank loan rcute. In-
terestingly, U.S. bank loans to forelgners
have Increased since the tax was proposed.
Preliminary Treasury, Commerce and FRB
figures Indicate that commereial bank loans
to foreigners have more than tripled: from
approximately 8400 million In 1962 to #1.28
bLilllon in 1963. I might also add that direct
Investiments which are exempt from the tax.
have exceeded the net outfiow caused by new
securities in every year aince 1960, including
1963 and the first quarter of 1864. The bill
also provides exemption from the tax on
original or new issues where the President
fletermines that it 18 requlred for the sta-
bility of the international monetary system.
This loophole could severely limit its effect
on the U.S. balance of payments, which is
already weakened by numerous exemptions.

6. The tax would be inequitable because It
would penalize the small Investor who would
be subject to the tax on the purchase of &
few shares or a few bonds of a foreign cor-
poration. while a large company. or a wealthy
individual could purchase tax free a sub-
stantial interest in the same foreign cor-
poration. The bill exemptls from the tax
purchases Involving 10 percent or more of
the total combined voting power of all
classes of stock of the forelgn corporation.

7. The tax might very well worsen our
halance-of-payments position Dr. Lawrence
Krause, of the Brookings Institution. has
noted that “you must always distinguish be-
tween improving the balance of payments
and stopping a capital flow. These are not
identical. You may deter some capital flow
and you pay for it In lower exporis or some
other feedback in the balance of payments.”
The program to tax Americen capital invest-
ments abroad thus mav offset the benefits to
efforts to Increase U.S. exports.

8. Nearly every witness before this com-
mittee and the House Ways and Mexzns Com-~
mitiee who was questioned about the inter-
est equalization tax proposal either opposed
it or supported it only with the greatest re-
luctance. Even its advoecates have admitted
that it would not be desirable as a perma-
nent measure, vet experience suggests that
stich  “temporary taxes” often become
permanent.

In spite of this general lack of enthuslasm,
the administration continues to press for its
wpproval with the unconvincing argument
that iIf the bill does not pass, forelgners will
[cel that the United States 18 not sertous
about eliminating its balance-of-payments
deticit. In fact, rejection of this tax will
strengthen the confidence of foreigners in
the strength of our adherence to basic and
oft-stated principles of a national policy of
free and open world markets for goods and
capital.

The proposed tax would erect an artificial
wall to the free flow of private capital with
Inngrun effects that would be damaging to
both our domestic economy and our forelgn
economic policy. The New York Times com-
mented editorlally on July 24. 1963: "“This
measure 18 inconsistent with the position of
the United States as the world’s banker and
with the long-standing objective of lowering
barriers to trade and ecapltal movements.
Instead, it suggests that we are regressing to-
ward direct controig over capital, which led
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to the breakdown of international finance a
genereation ago.”

8. The persistent deficit in our balance of
payments is not atiributable to private in-
vestment abroad. As the Brookings Insti-
tution recent report on the balance of pay-
ments polnted out, recelpts of dividends and
intere:t on U 8. investment abroad have con-
slstently exceeded new outflows of U S, capi-
tal to forelgn countries, with the exception
of the 1957-58 period. The Brookings study
sald that, although earnings primarily re-
flect investments made in previous years, re-
cent new US. investments abroad already
seem i be contributing to higher return fiows
to the United States.

In kis message of July 18, 1963, introduc-
ing the proposed interest eqgualization tax,
the late President Kennedy pointed out that
total UV 8. forelgn investments amounted to
an est. mated 872 bililon, Including approxi-
mately 812 Dbilllon of relatively low-yleld
loans extended to foreign governnients by
the U.3. Government and such agencies as
the Exnort-Import Bank. Of the remaining
$60 biliion, the eo-called "“direct investments”
accourt for approximately 847 billion, while
“portfolio Investments” are estimated at
roughly $12.5 billlon. Total 1963 income en-
Joyed iy the United States on account of for-
eign Irvestments was estimated by the Pres-
ident &t 84.3 bllllon, which is the largest in-
come iiem on the U.S. balance of piyments.

It [+, therefore. not surprising that so
much criticism is directed at the proposed
legislation. While few can argue agalnst the
need for effective measures designed to cre-
ate equillbrium In our balance of payments,
many ure appalled at the thought that the
interes: equalization tax is directed against
the one type of capital export which con-
tribute: more toward a future eguilibrium
than any segment of our economy.

I would now like to comment briefly about
developments here In this country and abroad
since list July which I believe call for a re-
appraital of the need for the bill at this
time.

Since the introduction of this measure
there Lave been several important develop-
ments which already have and will continue
to have In the future a favorable impact on
our balance of payments,

The -ondition of economic growth In Eu-
rope and the relatively slow growth In the
United States has been reversed. By the time
HR. 8000 was proposcd in July 1863, both
the U.3. economy and the U.S. sccuritles
market; were outstripping their oversea
counterparts. Growing labor cost prodiced
by a shortage of workers and increasing pro-
ductlor. casts and splraling prices have pro-
duced the famlliar profits squeeze in Europe
and have slowed growth. American inves-
tors al:n have been taking a much harder
look at European companies. Recent finan-
cial difticulties experienced by Machines Bull
in France and Olivett! in Italy have led to
wide concern about the thin capitalization
of many fareign companles.

European capital markets have expanded
their irternal lending activities significantly
in recent years, even prior to the introduc-
tion of the proposed tux. This Is a conclu-
8lon re.ched by a Treasury study entitled,
“A Description and Analysis of Certain Eu-
ropean Capitul Markets,” prepared for the
Joint Fronomlc Commitiee in connection
with {t+ study last year on the U.S. balance
of payn.ents. This expansion has already re-
sulted In {ncreased markets for forelgn secu-
rities 1n Europe. According to Secretary
Dillon's testimony Monday, sales of foreign
securitiea in European capital markets in-
creased from $200 million during the first
half of 1963 tu $800 milllon durlng the same
pertod n 1964. This expansion has made
possibie the finanecing of profjects from do-
mestic rources previously financed with capi-
tal obtained in the United States.

CJuly 22

Stnce the passoze of the tax cut early this
year, our [a1vestment climate has improved
and tnvestraent for plant equipment has in-
creased substantially. Such investments
were 3 percent higher during the first
quarter of 1964 than had been anticipated
at late as Cecember 1863. The total of such
investments for 1964 is expected to reach
$43.9 billioa, 10 percent above the fourth
Quarter of 1963, :.nd 12 percent above 1963
as a whole. In striking comparison, the
actual Increase in capital spending between
1962 and 1963 wus only 5 percent {Increasing
from 837 tc 839 billion). The improved in-
vestment climate created by the tax cut has
atiracted U.S. invastment which would have
otherwise been In‘ested abroad and may at-
tract additonal foreign investment to the
United States.

Another factor ‘hat must be considered is
the substan:lal expansion of our exports. Be-
tween 1962 and 1963, U.S. merchandise ex-
ports increased bv 81.4 billion, from $20.6
billion to $:1.9 billion compared with an in-
crease of 8546 million between 1961 and 1962.
During the first quarter of this year, our ex-
ports were runnin:y at an annual rate of over
824 Dbillion, 21 percent higher than in the
first quarte: of 1¢63. It is not very likely
that this Increase #1ll be sustained through-
out the yerr; neiertheless, such factors as
the stabllity of prices in the United States
and continued Infation in Europe and more
effective export promotion techniques will be
of assistanc2 in maintalning our exports at
a high level. On the other hand Just such
& factor as this interest equalization tax
could put a -eal damper on it.

We must also take into consideration that
in contrast to preceding years the gold out-
flow has declined substantially in 1963—our
gold stock ceclinedi by 8460 milllon as com-
pared with 900 million In 1962—and during
April 1964 our go'd stock has actually in-
creased by $:78 million.

The most regretable aspect of this meas-
ure {8 that It is another plecemeal attempt
to deal with a proilem which is much more
fundamental; that 18, the inadequacy of
the international monetary system. This
system was crealed in the immediate post-
World War II period at a time when the
major changes whizh have taken place in the
subsequent L6 years were not foreseen. The
modernization of that system requires a new
look at the adjustment process inherent in
the present systera and at the manmner in
which internation:.] credit is created by the
system. Today it takes years to eliminate
major internation:]l imbalances unless they
are corrected by measures which hamper
economic giowth and world trade. There
is a need for the development of a more
flexible adjustment process—Iin the area
of prices. wages. .scal and monetary poli-
cles, iInterest rates-——which permits the
speedy restoration of balance-of-payments
equilibrium witho1 t placing excessive penal-
ties on one or ancther member of the SysS-
tem. There s also a need to provide for
adequate International credit to permit a
rapld expansion ot international trade and
financial transactions.

Today, New York is the preeminent finan-
cial market of the world. This is of great
economic ani political importance. We dis-
placed London as the world’s financial cen-
ter because >f the World Wars and the en-
suing Hmita:ions that Great Britain had to
impose upor its cipital markets.

If we can 2elp it--and we can—we should
not lose our prescat preeminence to Paris,
London, Zurich or any other financial cen-
ter.

This bill, coming on the heels of the April
27 report iss'1ed by the Fowler Committee -—
the Presldentlal Tisk Force on the Balance
of Payments—which suggests effective ap-
proaches to our halance-of-payments prob-
lem on the basis of cooperative steps by
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government and private enterprise, may very be more effective In correcting cur imbalance

well confuse our friends overseas. On the
one hand, we put barrlers in the way of
U.S. cliizens purchasing forelgn securities,
while on the other, we propose to persuade
foreigners to buy more U.8. securities.

What about alternatives? Of the several
alternatives proposed I would recommend to
the committee’s attention two possible ap-
proaches contained in itwo amendments I
introduced yesterday:

(1) To give to the President, in lleu of
the interest equilization tax, standby au-
thority to bring inte existence a capital is-
sues commitiee to regulate the outflow of
new secrities; (2) should the committee
decide to favor the present bill, it should
be amended to exempt from the tax any
new debt or equlty issue of a foreign issuer
or obligor if not more than 25 percent of
the principal amount of bonds or number
of shares of the aggregate issue sold are solqd
to U.S. persons. In addition the Secretary
of the Treasury would have discretionary
authority to increase or decrease the speci-
fled percentage applicable to all issues from
time to time, in accordance with the Treas~
ury's view on the U.S. balance of payments.

T am opposed to the tax in its present
form. I do not belleve that present clr-
cumstances call for it. should a new bal-
ance-of-payments emergency arise, however,
the Congress should glve the President ef-
fective authority to deal with this situation.
A capital lssues committee, composed of rep-
resentatives of the financial community
under the guidance of the Treasury or Fed-
ernl Reserve Board, could effectively lmit
the sale of forelgn security issues to U.S.
citizens, residents, or to domestic corpora=
tions, or other entities, public or private.

There is precedent for this amendment in
section 708 of the Defense Production Act
of 1950, as amended, which resulted in the
formation of the Voluntary Credit Restraints
Committee during the Korean war period.

There are several advantages to this ap-
proach. Such a committee would only be
established for the duration of an emergency
and could be dismantled at will. That would

‘not be the case with the tax, which would
remaln in effect at least until the end of
1965 whether needed or not and a law would
have to be passed to abolish 1t beforehand.

Finally and very importantly, whereas the
interest egualization tax 18 new and un-
tried—no one has had any experience with
1% in actual operation—a capital 1ssues com-
mittee is a tried and true operation, which
has not only been used in this country, but
in Switzerland, the United Kingdom, the
Netherlands, and France as well It is
known and trusted in Western Europe. The
Swiss National Bank and the central banks
of the United Kingdom, the Netherlands, and
France exercise reviewing authority over for-
elgn security issues elther alone or Jointly
with private financial institutions, There-
fore, the proposal for a capltal issues com-
mittee 1s not a new one. I may add that it
has the support of respected members of the
financial community in the United States,
including the Assoclation of Stock Exchange
Firms.

The second alternative is based on & pro-
posal made by Nathaniel Samuels of Kuhn,
Loeb & Co., of New York, and chairman of the
Foreign Investment Committee of the In-
vestment Bankers Assoclation of America.
I believe this proposal has a great deal of
merit which would make possible the tax-
free entry into the U.S. capital market of
at least a certain percentage of new forelgn
securlty issues, thereby enabling the U.S.
capital market to retain its preeminent posi-
tion as the world financiel center.

In summary, my position s that the pro-
posed bill is not now necessary, and even if
an emergency arose, 1t would be unequal to
the task asslgned to it. I also belleve that
there are alternatives avallable that would

in international payments if a new emer~

\ymcy arose.

SENATOR AIKEN'S SPEECH AT RE-
PUBLICAN NATIONAL CONVEN-
TION NOMINATING SENATOR
MARGARET CHASE SMITH FOR
PRESIDENT

Mr. CARLSON. Mr. President, the
distinguished Senator Irom Vermont
IMr. AIKEN] at the Republican National
Convention, nominated for the Presi-
dency one of the most outstanding Mem-~
bers of this body, Senator MARGARET
CHASE SMITH.

I ask unanimous consent to have his
nominating speech printed in the RECORD.

There belng no objectior, the speech
was ordered to be printed in the RECORD,
as follows:

Mr. Chairman and delegates, I intend to
nominate for President one of the most capa~
ble persons I have ever known and one with
whom I have been assoclated In public serv-
ice for 24 years,

I don’t like to start a nominating speech
wlth a confession, but the circumstances are
compelling.

In introducing my candidate, I find myself
in a most peculiar position; I am severely
restricted in what I can offer for your sup-
port.

1 can't promise you a Cabinet Job, an Am-~
bagsador's appointment—or even & shot at
a nice Government contract.

I can’t even offer you cigars or chewing
gum.

For a while, 1t looked real promising. I
thought I could at least invite you all out for
coffee because I knew my candidate was hav-
ing checks and §10 and $1 Dbills and
pennies sent her from most every State In
the Union. Pennies came from schoolchil-
dren—and dollars from low-income people
who couldn’t afford it. Then there were
some beautiful checks in three and four
figures from real important business people.

The outlook looked as rosy as a Pacifie
sunset.

vou and I were going to have a wonderful
time here in San Francisco.

Then do you know what bappened?

Do you know what my candidate pulled
on me?

She took every big check—every litle
check—every $10 bill—every $1 bill and every
penny and sent them straight back to where
they came from. My candidate wants the
nomination solely on her record and her
qualifications for the Job. And that's why
I can’t offer you sny candy or cigars or
chewing gum or even ask you all out for a
cup of coffee.

The only thing in the world left for me
to offer you for your support 1s the best man-
aged government the United States ever
had—a government headed by the best quali-
fled person you ever voted for.

Before setting forth the gualifications of
the candidate I shall shortly present to you,
let it be distinctly understood that I am
concerned solely with the nomination of one
who is best qualified for the job and who
can bring victory to our party in November.

I am not making this nomination for the
purpose of embarrassing any other candidate.

I intend to support the nominee of this
convention next November.

What do we have a President for?

Certainly not to do just those things which
you and I as individuals would like to have
done. .

Certainly not to run this country exactly
as he or she would like to run it.

If that is the way we feel, we should
promptly scrap our Constitution and become
a monarchy.
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Until we reach that state of political de-
pravity, however, the President of the United
States will be required to perform the duties
of the office as set forth by our Constitution
and to administer laws and carry out pro-
grams as lald down by the Congress. .

In carrying out programs and administer-
ing laws as determined by the Congress, the
President will necessarily use the great pow-
ers which originally were vested in the Con-
gress but which have long since been dele-
gated to the executive branch.

There are some Republicans who still in-
sist that Congress rescind these delegations
of authority.

Let us not kid ourselves, however. The
next President, whether Republican or Demo-
crat, and regardless of race, creed, color or
sex, Is not going to recommend that Con-
gress rescind the powers that have been dele-
gated to the White House over the past
century.

In view of this situation, it 1s far more
important to elect a person of integrity and
ability to the Presidency—one who owes al-
leglance to no special interests—either do-
mestic or foreign—one who will conscien-
tiously perform the duties of the office as
prescribed by the Constitution—than it is to
elect one on the premise that he or she may
agree with our particular viewpoints.

T have definite ldeas as to the gualifica-
tions our candidate for Presideng should
have. I say unequivocally that the candidate
I will propose most nearly meets that criteria.

1. A President should have integrity.
Whether dealing with foreign nations or the
folks at home, integrity is a priceless asset.
My candidate stands ace high in this re-
spect.

2. A President should have ability. Good
intentions alone are not enough. We don’t
want the floors of the White House paved
with good intentions.

If my candidate does not have ability, then
the 44 wuniversities and colleges that have
awarded her degrees based solely on merlt
have been wrong.

3. A President should have had wide ex-
perience in government.

Well, if 24 years’ experience on the rough-
est, toughest, committees of the Congress—
Defense, Space, Appropriations, Government
Operations and Rules don’t qualify my can-
didate then the other candidates whose
names are being submitted to you cannot
possibly be qualified for none of them can
approach her record.

4. A President should have courage—cour-
age to stand for the right when it may not
be popular to do so—courage to stand for
decency in the conduct of public affairs—
courage to stand alone If necessary against
formidable odds.

Does my candidate have this kind of
courage?

T can refer you to several high ranking
officers of the U.S. Armed Forces who have
learned from experlence that she is ably
qualified in this respect. .

As a sincere testimonial to her courage the
Reserve Officers Association has recently
designated her as “Minute Man of the
Year"—the first time that this great honor
has ever been conferred upon a person of
her sex.

5. A President
sense.

My candidate stands par excellence in this
respect.

Time and again I have watched her keep
her head “when all about her were losing
thelrs” end blaming it on everyone but
themselves.

She wants to get things done that ought
to be done—and she wants them done right.

She does not panic when things don't go
to suit her. She just keeps on headed for
her goal—which at this moment is the Re-
publican nomination for the Presidency.

We need a candidate that does not panic
in a crisis, not even a campalgn crisis.

should have common-
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Nor -ghould we support & candidate just
hecause we are partial to any particular in-
dustry elther at home or abroad. We don't
want an industry in the White House. We
want a living, capable, consclentious human
heing.

We want to nominate and elect a Presi-
dent who will promote the interests of our
Natlon both at home and abroad with Im-
partial conslderation for all.

We want a candidate who enjoys the con-
fidence of people {n all walks of life.

The one I shall nominate has demon-
strated time and again that she “can walk
with kings nor lose the common touch.”

She never forgets her own people and the
glare of glory has never turned her head.

The record majorities which the people
of her home State have given her with each
passing election are eloquent testimony to
this trailt of her character.

Her conduct during this campaign haeas
been rather unusual. She has not negiected
her work In the Senate to chase down dele-
gates to this convention, The job she waus
elected to do has come first.

Running solely on her record and her
qualifications for the office, she has spent
no money for advertising—has hired no paid
workers—has made no promises—and will
have nothing to do with the wheeling and
dealing—the trading and raiding practices
which I understand have sometimes been
used in political eampaigns.

I now ask you two questions:

Do you want the United States to have
good government? If you do—then vote for
the candidate best qualified to give gocd
government.

Do yon want to win the November elec-
iion? If you do—then vote for the candi-
date who enjoys the confidence and respect
of all people and who can get the votes
necessary to win.

I am now proud to nominate that candi-
date—Benator MARGARET CHASE SMITH of the
State of Maine.

CONSTRUCTION AT CERTAIN MIL-
ITARY INSTALLATIONS—CONFER-
ENCE REPORT

Mr. STENNIS. Mr. President. I sub-
mit a report of the committee of con-
ference on the disagreeing votes of the
two Houses on the amendment of the
Senate to the bill (H.R. 10300) to au-
thorize eertain construetion at military
installations, and for other purposes. I
ask unanimous consent for the present
consideration of the report.

The PRESIDING OFFICER. The re-
port will be read for the information of
the Senate.

The legislative clerk read the report.

(For conference report, see House pro-
ceedings of July 21, 1964, pp. 15913-
15920, CONGRESSIONAL RECORD.)

The PRESIDING OFFICER. Is there
objection to the present consideration
of the report?

There being no objection, the Senate
proceeded to consider the report.

Mr. STENNIS. Mr. President, I move
the adoption of the conference report,
and in connection therewith I have a
brief statement to make.

The report was signed by all conferees
on the part of the House and the Senate
and has been agreed to by the House.

In regard to the net money figures in
the bill, the sum total agreed to in con-
ference is $1,534,994,000, which is only
$13,162,000 above the amount granted by
the Senate and $55.672,000 below the
amount of the House-passed bill, for a
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net reduction of about $316 million be-
low the amount requested.

Of the 80 points of difference betwesn
the Senate and the House versions of
the bill, the House receded on 87 and the
remninder were settled with little diffi-
culty, as can be seen from the relatively
small increase over the amount granted
by the Senate.

There were no major changes made
in the Senate-passed bill by the con-
ferecs. The Senate conferees receded
only on those items where additional
evidence seemed to Indicate the projects
were sound and to the advantage of the
Government. This slight increase con-
sists almost entirely of projects at six
locations: namely. two academic facil-
ities for the Army, two relocation proj-
ects which will permit a savings to the
Government, an sircraft rework hangar,
and three operational items at Roose-
velt Roads, Puerto Rico.

There is one language provision that
I with to mention. and that is section
605 of the general provisions. This is
an annual provision that has been car-
ried in the bill for several years and re-
quires that contracts for construction
brovided for in the bill be executed under
the jurisdiction and supervision of the
Corps of Engineers, Department of the
Army. or the Bureau of Yards and Docks,
Department of the Navy, This year the
House modified the language to require
this work to be divided between these
two construction agencies on an equal
basis when practicable. The Sensate
Comimittee did not consider this to be a
practical amendment and deleted it.
Principally involved is the construction
for the Air Force, of which 70 percent
is now performed by the Corps of En-
ginecrs and 30 percent by the Bureau
of Yards and Docks. The Engineers have
more offices located throughout the in-
terior of the country than the Bureau
of Yards and Docks, the latter being gen-
erally located along the coast. Thus, the
Corps of Engineers 18 generally more
strategically located to handle the work
of the Afr Force. Had the House lan-
guage prevailed, it would have required,
at least in theory, an increase in per-
sonnel for the Bureau of Yards and Docks
and perhaps the opening of additional
offices, with a comparable reduction in
the Corps of Engineers. The House
conferees insisted, however., that some
addition to the annual language of sec-
tion 605 was necessary to establish a
more competitive spirit between the two
construction agencies and to secure the
most economical cost to the Govern-
ment. Therefore the conferees agreed
on compraomise language which in effect
permits the department or agency re-
quiring such construction to seclect either
of the construction agencies, as long as
such selections will not result In any in-
creased cost to the United States. The
Senate conferees agreed with the un-
derstanding that the legislative history
be established through the report of the
manazers, that this provision and the
compromise language would not be so
interpreted as to require the Department
to disregard standards of economy and
efficiency for the purpose of achleving
statistical equality, and with a further
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understanding that the Office of the Sec-
retary of Defense will prescribe the
standards and the manner in which they
will be applied.

Mr. President, I am confident the re-
sults achieved are sound and that the
construction nzeds of the military and
the defense agencies have been ade-
quately provided for in fiscal year 1965.

I move the adoption of the report.

The PRESIDING OFFICER. The
question is on agreeing to the confer-
ence repcrt.

The report was agreed to.

ORDER FOR ADJOURNMENT TO 11
AM. TOMORROW
Mr. MANSFTELD. Mr. President, I
ask unanimous consent that when the
Senate adjourns tonight, it adjourn to
meet at 11 o’clock tomorrow morning.
The PEESIDING OFFICER. With-
out objection, i is so ordered.

ECONCMIC OPPORTUNITY ACT OF
1964

The Senate resumed the consideration
of the bil. (S. 2642) to mobilize the hu-
man and financial resources of the Na-
tion to combat poverty in the United
States.

Mr. YARBOROUGH. Mr. President,
in 1946 Congress declared:

It is the continuing poliey and respon-
sibllity of ~he Federal Government to use all
practicable means consistent with its needs
and obligations :nd other essential consid-
erations of national pollcy ¢ * * to coordinate
and use all its plons, functions and resources
for the purpose o’ creating and maintaining,
in a manrer calculated to foster and pro-
mote free competitive enterprise and the
general welfare, conditions under which
there will be aforded useful employment
opportunit es, ircluding self-employment,
for those able, willlng, and seeking to work,
and to promote maximum employment,
production and purchasing power.

These words are from the policy state-
ment of the Employment Act of 1948.
Today, we are considering the most im-
portant public welfare proposal to come
before Congress in the 18 years since the
passage 0! the Employment Act. The
Economic Opportunity Act of 1964 is a
logical extension of the 1946 legislation.

With the enactment of this bill it will
be ““the policy of the United States to
eliminate the prradox of poverty in the
midst of plenty in this Nation by open-
ing to everyone the opportunity for edu-
cation an¢l training, the opportunity to
work, anc the opportunity to live in
decency and dignity. It is the purpose
of this act to strengthen, supplement,
and coord nate 2fforts in furtherance of
that poliey.” The above quotation is
from "Pindings and Decleration of Pur-
pose,” section 1. Economic Opportunity
Actof 1964.

The Council of Economic Advisers
defines poverty &s the Inability to satisfy
minimum 1eeds. Using income of $3,000
as a standard for a 4-person family and
applying tqais to 1962 data, they find 20
percent of all families living in poverty.
Three thousand dollars a year for a 4-
person family would average $750 a year
per person  The Council recognizes that

Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1



4320

the use of the House of Representatives and
twenty-five thousand seven hundred and,
fifty copies shall be for the use of the Sen-
ate.

Mr. GROSS. Mr. Speaker, will the
gentleman yield?

Mr. HAYS. I yield to the gentleman
from Iowa.
Mr. GROSS. I assume that at least

one copy of the Constitution here au-
thorized to be printed will be made avail-
able to the Supreme Court?

Mr. HAYS. The gentleman will re-
ceive 180 copies for his use. He can
send one to each member of the Supreme
Court if he likes. .

_ Mr. GROSS. I will be delighted to
send one to each member.

The House concurrent resolution was
agreed to.

A motion to reconsider was laid on the
table.

ISSUANCE OF APPROPRIATE IDEN-
TIFICATION CARD TO THE SPOUSE
OF EACH MEMBER OF THE HOUSE
OF REPRESENTATIVES

Mr. HAYS. Mr. Speaker, by direction
of the Committee on House Administra-
tion I call up House Resolution 578 and
ask for its immediate consideration.

The Clerk read the resolution, as fol-
lows:

Resolved, That the Committee on House
Administration shall issue to the spouse of
each Member of the House of Representatives
an appropriate identification card.

The resolution was agreed to.
A motion to reconsider was laid on the
table.

. FEDERAL RESEARCH AND DEVELOP-
MENT PROGRAMS

Mr. HAYS. Mr. Speaker, by direction
of the Committee on House Administra-
tion, I call up House Resolution 638 and
ask for its immediate consideration.

The Clerk read the resolution, as fol-
lows: -

Resolved, That there be prinfed for the
use of the Select Committee on Government
Research, House of Representatives, one
thousand two hundred additional copies of
part 1 of the hearings entltled “Federal Re-
search and Development Programs”, held by
that committee during the current Con-
gress.

With the following committee amend-~
ment:

Line 3, strike out “ohe thousand two hun-
dred” and insert “eight hundred and fifty”.

Line 38, strike out “of part 1” and insert
“each of parts 1 -and 2.

The committee amendment was agreed
to.

A motion to reconsider was laid on the
table.

PRINTING OF ADDITIONAL COPIES
OF PUBLIC.LAW 272, 88TH CON-
GRESS

Mr. HAYS. Mr. Speaker, by direction
of the Committee on House Administra-
tion, I call up House Resolution 644 and
ask for its immediate consideration.

The Clerk read the resolution, as fol-
lows:

Resolved, That there shall be printed for
the use of the House Document Room elght
thousand additional coples of Public Law 272,
Eighty-eighth Congress, eatitled “To amend
the Internal Revenue Code of 1864 to reduce
individual and corporate income taxes, to
make certain structural changes with respect
to the income tax, and for other purposes.”

The resolution was agreed to.
A motion to reconsider was laid on the
table. A

CALL OF THE HOUSE

Mr. GROSS. Mr, Speaker, I make the
point of order that a quorum is not
present.

The SPEAKER. Evidently a quorum
is not present.

Mr. ALBERT. Mr. Speaker, I move a
call of the House.

A call of the House was ordered.

The Clerk called the roll, and the fol-
lowing Members failed o answer to their
names:

|Roll No. 57}
Addabbo Gilbert Murphy, N.Y.
Ashmore Grabowski Norblad
Avery Gray O’Brien, Il1.
Bass Halpern Passman
Bates Healey Pool
Brock Hemphill Powell
Bromwell Hoffman Rains
Brooks Holland Reifel
Brown, Calif. Jarman Roberts, Ala.
Brown, Ohio Jensen Roberts, Tex.
Bruce Jones, Ala. Rogers, Colo,
Cameron Kee Rooney, N.Y.
Carey Kelly Rosenthal
Celler Keogh St. Onge
Chenoweth King, Calif. Schwengel
Davls, Tenn. Latta Sheppard
Delaney Long, Md. Shriver
Derwinski Mathias Staebler
Diggs May Taft
Elliott Meader Thompson, N.J.
Ellsworth Miller, N.Y. White
Farbstein Morrison Wilson, Bob
Fogarty Morton Wright -
Ford Multer

The SPEAKER. On this rolleall 360
Members have answered to their names,
a quorum, )

By unanimous consznt, further pro-
ceedings under the call were dispensed
with. .

(V___.——’_—
: INTEREST EQUALIZATION TAX ACT,
OF 1963 g% Yoo

Myr. MILLS. Mr. Speaker, I move tha
the House resolve itself into the Com-
mittee of the Whole House on the State
of the Union for the consideration of the
bill (H.R. 8000) to amend the Internal
Revenue Code of 1954 to impose a tax
on acquisitions of certain foreign securi-

ties in order to equalize costs of longer-
term financing in the United States and
in markets abroad, and for other pur-
poses. :

The SPEAKER. The question is on
the motion offered by the gentleman
from Arkansas. '

The motion was agreed to.

IN THE COMMITTEE OF THE WHOLE

Accordingly, the House resolved itself
into the Committee of the Whole House
on the State of the Union for the con-
sideration of the bill EL.R. 8000 with Mr.
GaRY in the chair,

The Clerk read the title of the bill.

By unanimous consent, the first read-
ing of the bill was dispensed with.

The CHAIRMAN. TUnder the rule the
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gentleman from Arkansas [Mr., MiLLs]
will be recognized for 1% hours and
the gentleman from Wisconsin [Mr.
Byrnes] will be recognized for 1% hours.

The Chair recognizes the gentleman
from Arkansas [Mr. MiLLsl.

Mr. MILLS. Mr. Chairman, I yield
myself 15 minutes.

Mr. Chairman, the bill, HR. 8000,
initially introduced on August 8, 1963,
after thorough consideration, including
public hearings and many hours in ex-
ecutive session, was reported by your
Committee on Ways and Means on De-
cember 16, 1963, .

It was not possible in the closing days
of the last session of Congress to bring
it to the*House for consideration.

This is the earliest date that we have
been able to schedule this for the con-
sideration of the House.

Much has been said, Mr. Chairman,
about particular aspects of the bill it-
self. Sometimes I think these state-
ments have been made with respect to
the bill without properly relating the bill
itself and what it attempts to do to the
overall situation which faces this coun-
try. Before going into the details of the
bill itself, Mr. Chairman, let me briefly
refer to the overall problem and the
situation that brings this bill and other
measures of this nature to the con-
sideration of the membership of the
House. :

Let us look, first, therefore, at the
forest itself before we begin to identify
particular trees within the forest that
some might desire were not there.

No. challenge that confronts the econ-
omy of this Nation is more pressing than
the need to stem the heavy drain of gold
and dollars from our shores. The U.S.
balance of payments has consistently
been in a deficit position since 1957 and
with the exception of that one year we
have had a deficit in our balance of pay-
ments since 1949. The deficit attribut-
able to the last 6 years has resultéd in
our gold reserve going down by more
than $7 billion.  For the entire period
the figure is $9 billion.

This effort to stem this gold and dol-
lar drain has required and will require
intense effort in many directions. But
no single measure can make a greater
contribution over the critical period im-
mediately ahead than H.R. 8000. It is
no. exageeration to say that the con-
tinued stability of the dollar in the years
ahead, and with it the prospects for or-
derly growthr of trade and -commerce
throughout the free world, is at stake
in our consideration of this bill. That
is why I am certain that you will want to
support it.

IMPROVEMENTS MADE IN BALANCE OF PAYMENTS

An examination of our balance-of-
payments position indicates that we
reached a peak deficit in 1960 of almost
$4 billion. It was shortly after this that
the late President Kennedy began a
broad program designed to restore equi-
librium to our international accounts.
The problem has not been an easy ohe to
meet, however, because we were deter-
mined not to strengthen our dollar posi-
tion abroad at the expense of restric-
tive domestic policies likely to lead to a
high rate of wnemployment at hoge.
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The House met at 12 o’clock nooti.
The Reverend John Jolley Howard,
rector, Emmanuel Episcopal Church,
Hampton, Va.; the national chaplain of
the American Legion, offered the follow-
ing prayer:
“Our God to whom we turn
When weary with illusion,
Whose stars serenely burn
Above this earth’s confusion.
Thine is the mighty plan,
The steadfast order sure
In which the world began,
Endures and shall endure.”

Heavenly FPather, eternal and ever
blessed God, who hast ordered sll things
according to Thy holy will, and who
art the guide and strength of all who
walk uprightly, shine upon the pathway
of these Thy servants, and fill them with
Thy wisdom and understanding so they
may do their duties to Thy honor and
glory, and for the benefit of this greal
Nation.

Accept, O Lord, this special interces-
slon of gratitude for those of this body
who served this Nation in the Armed
Forces during the conflicts of this cen-
tury. Thou hast preserved them, in
their dangers and jeopardy of life. so
that they can further contribute to the
welfare of the country they so valiantly
fought for.

O, Lord hear our prayer, and let our
cry come unto Thee, and save Thy sery-
ants who putteth their trust in Thee.
Amen.

THE JOURNAL

The Journal of the proceedings of yes-
terday was read and approved.

COMMITTEE ON ARMED SERVICES

Mr. VINSON. Mr. Speaker, 1 ask
unanimous consent that the managers
on the part of the House on the bill H.R.
9637 have until midnight to file a con-
ference report.

The SPEAKER. Is there objection to
the request of the gentleman from
Georgia?

There was no objection.

CORRECTION OF ROLLCALL

Mr. WILSON of Indiana. Mr. Speak-
er, on rollcall No. 55 I am recorded as
absent. I was present and answered to
my name. I ask unanimous consent that
the permanent Recorp and the Journal
be corrected accordingly.

The SPEAKER. Is there objection to
the request of the gentleman from
Indiana?

There was no objection.

THURSDAY, MARCH 5, 1964

MY VOTE ON THE CIVIL RIGHTS
BILL

(Mr. CEDERBERG asked and was giv-
en permission to address the House for 1
minute to revise and extend his remarks
and to include extrancous matter.)

Mr. CEDERBERG. Mr. Speaker, today
I am sending g letter to the chairman of
the Democratic State Central Commit-
tee in Michigan, Mr. Zoltan A. Ferency.
The letter reads as follows:

Mr. ZoLTAN A. PERENCY,
State Chairman, Democratic State Central
Committlee, Lansing, Mich.

Deasr Mu. PERENCY: I have read with inter-
est the news report of the resolution of the
Democratic State Central Committee con-
demning my vote on the civil rights bill by
falsely listing me as voting directly oppostte
to the munner in which my vote is officially
recorded. I have always viewed with skepti-
cism most stateinents coming from the Dem-
ocratic State Central Committee and your
recent action confirms this.

It you would check the CONGRESSIONAL
Rrcorp or: page 2708, dated February 10, 1964,
you will find that on rollcall 32 I am re-
corded es voting for the civil rights bill—
and not sgainst It as your committee reso-
lution indicates.

Inasmuch as therz were three times as
many Democrats in Congress voting against
civil rights as Republlcans, I reapectfully
suggest, furthermore, that you concentrate
your efforis within your own party. & good
place to start would be with the Democratic
House leadership as I note the Democratic
whip voted in opposition along with elght
Democratic chalrmen of committees.

Sincerely,
ErLForn A. CEDERBERG.

PRINTING OF VETERANS BENEFITS
CALCULATOR

Mr. HAYS. Mr. Speaker, by direction
of the Cammittee on House Administra-
tion I call up House Concurrent Resolu-
tion 29, end ask for its immediate con-
sideration.

The Clerk read the concurrent resolu-
tion, as follows:

Resalved by the House of Representatives
(the Senale concurring), That after the cone
clusion of the second session of the Eighty-
eighth Congress there shall be printed fifty
thousand *wo hundred and forty coples of a
Velerans’ Benefits Calculator prepared by the
Veterans’ Affairs Committee of which two
thousand copies shall be for the use of the
Veterans' Affairs Commlttee, two thousand
copies for the use of the Committee on Fi-
nance, thirty-seven thousand four hundred
and eighty-five coples for the use of the
House of Representatives, and eight thou-
sand seven hundred and fifty-five coples for
the use of the Senate.

The House concurrent resolution was
agreed to. .

A motion to reconsider was laid on the
table.

PRINTING OF HOUSE DOCUMENT
NO. 104, 1ST SESSION, 88TH CON-
GRESS, ENTITLED "OUR FLAG"

Mr. HAYS. Mr. Speaker, by direction
of the Cominittee on House Adminis-
tration I call up House Concurrent Reso-
lution 247, end ask for its immediate
consideratior.. ’

The Clerk read the House concurrent
resolution, as follows:

Resolved by the House of Representatives
(the Senate concurring), That the publica-
tion entltled "Our Flag”. published by the
Office of Armed Bervices Information and
Education, Department of Defense, including
historic flags of the United States, flags of
other nations, and o-her appropriate stand-
ards and emblams, b: printed with illustra-
tions as a House document; and that three
hundred thousand additlonal coples be
printed, of which two hundred thousand
shall be for the use of the House of Repre-
sentatives, and one rundred thousand shall
be for the use ct the Senate.

With the following committee amend-
ment:

Strike out all after the enacting clause,
and insert the follow.ng:

“That there be rprinted three hundred
thousand addi-ional copies of House Docu-
ment Numbered 104, 1st session, 88th Con-
gress, entitied ‘Our Flag,’ of which two hun-
dred thousand shall be for the use of the
House of Representatives, and one hundred
thousand shall be for the use of the Senate.”

The comrittee amendment
agreed to.

The House concurrent resolution was
agreed to.

The title wis amended to read as fol-
lows: ‘“Provid:ng for printing additional
copies of House Document 104, Eighty-
elghth Congress.”

A motion to reconsider was laid on the
table.

was

PRINTING OF CONSTITUTION
OF THE UNITED STATES AS
AMENDED TO JANUARY 23, 1964

Mr. HAYS. Mr. Speaker, by direction
of the Commistee on House Administra-
tion I call up House Concurrent Resolu-
tlon 266, and ask for its immediate con-
sideration.

The Clerk read the House concurrent
resolution, as follows:

Besolved by the House of Representatives
(the Senate coucurring), That the Consti-
tution of the TUnited States, as amended to
January 23, 1964, toge-her with the Declara-
tlon of Indepenience, be printed as a House
document, with an lndex, tn such form and
style as may be directed by the Joint Com-
mitiee on Prinuing; and that one hundred
and six thousand six hundred additional cop-
ies be printed, of which eighty thousand
eight hundred and firty copies shall be for
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Improvements have been made in our
international accounts by directing at-
tention to virtually every segment of our
balance of payments.

First. There has been an emphasis on
fiscal measures designed to stimulate the
economy and increase the attractiveness
of investments here for both American
and foreign funds. The tax reduction
which we have recently provided, to-
gether with the investment credit in the
1962 legislation, have, of course, been
the principal measures in this area. But

- these measures will take time to become
" fully effective.

Second. We have encouraged policies
of responsible price and wage behavior
in order to strengthen our competitive
position abroad.

Third. Export promotion Dprograms
have been undertaken.

Fourth. A procedure has been set up
for substantially reducing Government
spending of dollars abroad.

The program of reducing the balance-
of-payments deficit since 1860 has
achieved considerable success with the
eritical exception of the outflow of pri-
vate long-term capital. Thus, the deficit
in our balance of payments decreased
from the high of almost $4 billion in 1960
to- $2.4 billion in 1961 and $2.2 billion
in 1962. However, the trend in the bal-
ance of payments in these years can be
seen more accurately by examining the
balance in the regular transactions—
which exclude special intergovernmental
transactions.

The average deficit in 1958-60 on
regular transactions was about $4 bil-
lion. These regular transactions con-
sisted of about $2 billion of net receipts
in commercial transactions and $4 bil~
lion of net outpayments for defense and
economic aid abroad and net private
capital outflows—long term and short
term—of about $2.5 billion.

During the next 2% years there was
an overall improvement of about $1 bil-
lion in the balance of commercial goods
and services. Export promotion, do-
mestic price stability and a booming
Furopean economy resulted in our ex-
ports rising more than the increase in
imports generated by the domestic eco-
nomic business expansion. In addition,
earnings on service accounts increased
sharply.

In addition, during this period net
military outlays abroad were reduced by
over $800 million. . The Defense Depart-

ment economized on its oversea expend-

itures despite the impact of rapidly ris-
ing prices in most of the countries where
our bases are located. In addition,
agreements with West Cermany and
Ttaly resulted in additional military pur-
chases in the United States offsetting in
whole or in part Defense Department
expenditures in those countries.

Economies are also being made in the
spgnding of dollars overseas for foreign
aid.

THE RECENT OUTFLOW OF PRIVATE CAFPITAL

The improvements in our commercial
balance and net military outlays should
have reduced our deficit on regular
transactions by the middle of 1963 by
about $2 billion. Instead, in the second
quarter of 1963 the deficit on overall

transactions was at an annual rate of
almost $5 billion—a rate which could
not have been sustained for long without
calling into question the stability of the
dollar.

The fact was that our improvement in
trade and the reductions in Ciovernment
spending overseas were being more than
offset by an accelerating capital outflow,
particularly by purchases of foreign
stocks and bonds—one area that the
broad balance-of-payments program
had up to that time passed by. Purchases
of new foreign securities reached an an-
nual rate of $2 billion in that quarter—
almost double the 1962 rate and three
times the 1961 rate—and the outflow

_of short-term funds was $2.5 billion on

an annual rate basis.

1t does us no good to improve our com-
mercial accounts and net military out-
lays abroad if this is to be oftset or more
than offset by increased sales of foreign
securities in this country.
~ Unfortunately, there were no signs
fhat the flood of new foreign security is-
sues which came into this country
through the second quarter of 1963 would
of its own accord abate. Foreign busi-
nessmen and foreign local governments
were becoming more and more aware
of the efficient marketing facilities in the
United States and also of the relatively
low rates of interest availakle here. In
addition, as the production boom in the
European market continued, business
firms there were finding it more difficult
to finance their growth from retained
earnings because their costs are rising
and their profit margin narrowing. As
a result, they began to turn to the
American market for more and more of
the funds which they desired.

One might ask why do not the Eu~
ropeans use their own money market to
obtain their capital funds. Unfortu-
nately, the European markets are not
yet as efficiently organized as ours and
their peoples are not accustomed to de-
voting their savings to the capital re-
quirements of their countries to the
same extent that is true here in the
United States. As a result, capital costs
for anycne going to most European
money markets are substantially above
the prices at which capital can be ob-
tained here in the United Sitates.

Still another factor accounting for the
flood of European securities in this coun-
try is the fact that U.S. underwriters
are becoming more and more familiar
with the foreign securities. The same
can also be said of American investors
because of the large volume of these se-
curities now being offered in this coun-
try. Moreover, the relatively high rate
of return on these securities, relative to
domestic outlets, makes them quite at-
tractive to the American investor. In
addition, the American Investor’s
memory of the unfortunate experience
with forelgn securities in the 1920’s and
1930’s has been dimmed by time and now
appears not to be a factor in holding
down American investments in foreign
securities. Still another reason for this

increase in foreign securities is the ready .

convertibility of currencies which has
removed the fear of obtaining payment
in the United States of income and
principal on these securities.
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ALTERNATIVES FOR STEMMING OUTFLOW OF
CAPITAL

Now let us look at the alternatives
which have been available to us if we
were to stem this abnormal outflow of
capital from the United States.

. First, we could have established direct
controls over foreign securities marketed
here. We could; for instance, have es-
tablished quotas by country and either
allowed the countries to determine how
these quotas would be filled, or estab-
lished some machinery on our own part
to determine this. Direct controls of
this type, however, are contrary to our
free market philosophy and something
that I, for one, would be most reluctant
to see us use. Any time controls of this
type are used, questions of discrimina-
tion are sure to arise in determining who
is to be allowed to fill any given quota.

On the other hand, we could have
tried to' meet the problem by sharply
raising our long-term interest rate here
at home. By drastically tightening
credit across the board, this would have
increased the capital costs for foreighers
coming to the U.S. money market. In
this case, however, the cure would be
worse than the disease. Not only would
this cut down the extent to which for-
eigners would use the U.S. money mar-
ket, but it could be expected to have the
same effect on domestic investments as
well. Certainly at this time when we are
bending every effort to increase our rate
of growth here in the United States we
do not want to make it more difficult for
American businesses to obtain funds for
expansion of plant and facilities. More-
over, I for one do not want to see an
increase in the mortgage payments
which must be made by the average
homeowner. Nor do I want to see in-
creased capital costs for the small busi-
nessman.

This route of higher interest rates
actually is the answer we have had to
follow in stemming the outflow of short-
term money. Here the Federal Reserve
has increased the discount rate which
resulted in an increase at midyear of
roughly a half a percent in the interest
rate on short-term funds. These funds,
however, are not so important to the
growth of our economy nor to our home-
OWNers. :

METHOD OF STEMMING CAPITAL OUTFLOW

PROVIDED BY BILL

The tax which this bill provides is de-
signed to increase the interest costs of
foreigners seeking capital in the Amer-
ican market—in substantialy the same
manner as increasing the long-term
interest rate—without having this ad-
verse effect on long-term domestic
investments.

This result is obtained by imposing a
tax, called the interest equalization tax,
on purchases and other acquisitions by
U.S. persons of foreign securities but
only when they obtain these securities
from a foreign person—not from an-
other U.S. person. In the case of bonds
the tax is graduated according to
the length of time still remaining at
the time of purchase before the bond
matures. No tax at all is imposed if this
period is less than 3 years, since this is
in the range of short-term interest rates
for which an answer has been sought by
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increasing the short-term interest rate
directly. For bonds with a maturity of
3 to 312 years, the tax rate is 2.75 per-
cent and from here 1t ranges up to 15
percent for bonds with a period to ma-
turity of 2814 years or more. For stocks,
since there is no maturity date, the tax
rate is the same 15 percent which ap-
plies in the case of bonds having a long
period to maturity.

‘This schedule of rates is calculated to
be the equivalent of raising the interest
rate for this foreign capital in the U.S.
market by 1 percent. From the stand-
point of an American considering the
purchase of an outstanding security from
a foreign person, this tax will reduce the
yield of that security by about 1 percent.
making the yield available on alternative
domestic investments relatively more at-
tractive. On the other hand, looked at
from the standpoint of the foreign per-
son raising capital here, the tax will raise
his cost of obtaining this capital in the
U.S. market by this same 1 percent.

The advantage of using a tax of this
type rather than direct quotas is that it
does not interfere with the market deci-
sionmaking in the manner In which di-
rect quotas or controls would. This tax
still leaves to the market the decislons
as to which foreign securities—given this
additional cost——will still be fluated on
the American market. In other words.
this tax, as distinct from gquotas or di-
rect controls, still makes it possible for
us to retain the free enterprise market
mechanism while nevertheless reducing
the use of the American money market
as a source for foreign capital.

OTHER ACTIONS BEING TAKEN

It should be emphasized that this is
only one of numerous devices which are
being used to improve the balance in our
international accounts, albeit a crucial
one,

The late President Kennedy in his
speeial  balance-of-payments message
announced thet the United States had
made a standby borrowing arrangement
with the International Monetary Fund.
The Federal Reserve also had announced
an increase in discount rates which, as I
have indicated, were designed to raise
interest rates for short-term funds. Ad-
ditional steps have been taken to en-
courage exports and our unfavorable
balance on tourism has been given in-
creased attention in an effort to curb its
growth. In addition, new goals for the
reduction of the Government’s expendi-
tures abroad were established with the
objective of reducing these expenditures
in 1965 to a level of $1 billion below the
level of 1962.

TAX NEEDED ON STOCKS AND OQUTSTANDING

S5ECURITIES

While most of the new foreign security
issued in 1962 and 1963 have been in the
form of bonds, there has also been a
growing interest in the marketing of
new foreign stocks in the United States
as well. In any event, it would have
been of no avail to us if we were to curb
the outflow of capital in the form of new
foreign bond issues if the investors
thereupon shifted to purchases of new
foreign stock. Similarly, it would be of
no advantage to us If we curbed the out-
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flow of private capital inte new foreign
bonds and stocks only to have the U.S.
Investors shift to purchases of outstand-
ing foreign securities.

Net U.8. purchases of outstanding for-
eign stocks and bonds amounted to $112
million in the first half of 1963. On an
annual rate basis this represents an un-
favorable balance of $224 million. In
the third and fourth quarters there was
a favorable net balance of $138 milllon—
almost all of which occurred after the
announcement of this tax. On an an-
nue! rate basis this is a favorable net
balance of $272 million in the last half
ol 1963 and from the unfavorable ex-
per:ience in the first half of the year, rep-
resents a shift of almost $500 million.

These are the reasons why it i{s im-
portant to include both new and out-
standing issues and also issues of both
bonds and stocks.

EFFECTIVE DATE

When the late President Kennedy sent
his balance-of-payments message to
Congress this last summer, he asked that
the interest equalization tax he proposed
become effective immedlately. The very
substantial adverse balance of payments
in the second quarter of 1963 of almost
$5 billlon at an annual rate made this
imperative. Moreover, had the proposal
not contained an immediate effective
datc we could have expected a still much
larger flood of foreign securities to be
sold in this country in the third quarter
in an attempt to get these transactions
under the wire before the new tax ap-
plied. It was imperative to forestall a
wave of antlcipatory borrowing in owr
market as the proposal was being dis-
cussed.

Both to reverse the trend of the second
quarter and to forestall a still larger
volume of sales of foreign securities In
this country in Lhe third quarter, this
bill has a general effective date of July
19, 1963. Thus the tax generally applies
to transactions occurring after that date.
However, for securities listed on national
exchanges, the eflective date has been
made August 17, 1983, in order to give
the exchanges an opportunity to adjust
to the new procedures.

Making investors aware of the fact
that further purchases of foreign securi-
ties from foreigners after July 18 would
be subject to the proposed tax has
resulted in a dramatic improvement in
our balance-of-payments situation. This
is & concrete demonstration of the bene-
ficial effect this bill ean be expected to
have on our international account.

Ainerican purchases of new foreign se-
curity issues in the second half of 1963
declined by $1.3 billion on an annual-rate
basis from the level in the first half.
Trading in outstanding foreign securities
also shifted substantially in our favor
and we achieved in this area a balance-
of-payments savings of $500 million on
an annual-rate basis between the first
and second halves of 1963.

Largely as a result of this shift in capi-
tal outflow, the balance-of-payments
deficit on regular transactions which had
been at an annual rate of $4.5 billion In
the first half of 1963, fell to an annual
rate of $1.6 billion in the second half of
1963 —80 percent of this reduction re-
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sulted fom a smaller net outflow in for-
eign securities since July 18, 1963. Gold
outflow has also been reduced. Be-
tween taat date and February 19, 1964,
we lost 8170 miillion of gold of which $35
million went into domestic industrial
uses. In 1961 the loss was $857 million.
In 1962 the gold loss was $890 million.

This is a clear demonstration both of
the need for retaining the effective date
of July 19 or August 17 which is in the
bill, and also & demonstration of the ef-
fectivensss of this proposed tax.

The American people are aware of
what is involved. They are expecting
us to take advantage of an opportunity
to bring improvement to that problem.
To leave unresolved this big problem is
impossitle, I others have alternatives
let them come forward with such an
alternat ve, if there is one, that will do
this job and— —

Mr. CJRTIS. Balance the budget.

Mr. MILLS. Yes. I heard the gentle-
man from Missouri say “Balance the
budget.” What are you going to do in
the meantime until you and I balance it?
Let the outflow of capital proceed on the
basis of about $5 billion a year for the
next 12 raonths?

Mr. CURTIS.
gentleman yield?

Mr. MILLS. I will be glad to yield.

Mr. COURTIS. I would say that the
Congress has to do what I have been try-
ing to dc and ¥ know that the gentleman
has beer tryirg to do, which is to move
in on expenditure reform and not to ac-
cept a budget that is obviously, by its
nature, r:ot a practical budget and not do
what we have done in just the past few
weeks, which is continue to vote money
beyond our revenues.

Mr. MILLS. I agree on the advisabil-
ity and the desirability of balancing the
budget, but I also want to call the gen-
tleman’s attertion to the fact that in
some of the years of the past when we
have hac very high capital outfows from
this country we had a balanced budget.

Mr. CURTIS. What year? Would the
gentlemsn supply what year? I do not
recall thut.

Mr. MILLS. It wasin 1960 that we had
a budget surplus but a very large deficit
in our balance of payments.

Mr. CURTIS. In 1960. The gentle-
man is correct. That is right.

Mr. MILLS. And in 1960 we reached
the highast balance-of-payments deficit
in recent times. So balancing the budget
does not necessarily have—as important
as It is—-he effect that I think my friend
from Missouri envislons it to have.

Mr. GROSS. Mr. Chairman, will the
gentleman yield?

Mr. MILLS. Yes, I will yield.

Mr. GROSS. Speaking of imbalance
in payments, who is paying for all of this
beef coming into the country that
wrecked our livestock market?

Mr. MILLS. Americans are paying for
the beef 2eing .mported.

Mr. GROSS. That is true.
it.

Mr. MILLS. Yes.

Mr. GROSS  Does not this have an
effect on the imbalance in payments?

Mr. MILLS. The imbalance in pay-
ments is not created by our balance in

Mr. Chairman, will the

A lot of
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our trade. You and I knew that, be-
cause we sell more abroad than we im-
port. This has a wholesome effect on
the balance of payments, I am sure my
friend from Jowa wants us to do every-
thing humanly possible in all areas—
such as in the area of capital outflows—
to improve this balance-of-payments
situation because I know he considers
it one of our major problems.

Mr. GROSS. Yes. If the gentleman
will yield further, I have been trying to
take the road the gentleman suggested
we take when we brought in the tax re-
duction bill, but I found out that there
are some beople in the House that do
not interpret his statement on that par-
ticular road the same way I do.

Mr. MILLS. The gentleman can very
safely take the road I suggesbed he take
here and support this bill and perform a
great public service in the process.

Mr. GROSS. How about the other
road the gentleman suggested with re-
spect to the tax reduction bill? Is the
gentleman going to take one road or the
other?

Mr. MILLS. I am thoroughly con-
vineed that was the correct road to take.

Mr. GROSS. I wish the gentleman
would give me some company.

Mr. MILLS. I hope the gentleman
will give me some company on this prop-
osition today. ’

GENERAL EXPLANATION OF BILL

Mr. Chairman, let me turn now to an
explanation of the salient features of the
bill. I have already outlined for you
how the tax ranges on debt obligations
from 2.75 percent where the maturity is
3 or more years away, up to 15 percent
where the maturity is 28'% years or more
away, and that this latter 15-percent
rate is also the rate applying to stocks.

I want to emphasize that this tax ap-
plies only to purchases and other ac-
quisitions by U.S. persons; that is, U.S.
citizens, residents,. domestic partner-
ships, domestic corporations, and do-
mestic estates and trusts. Moreover, it
applies only when they buy a foreign
security from a foreign person. When
a U.S. person acquires. a foreign secu-
rity from another U.S. person the tax
does not apply. 'This means that individ-
ual American investors can freely buy
and sell foreign securities so long as the
trading is among Americans and a sub-
stantial volume of this type of frading
occurs every day. Moreover, the na-
tional security exchanges as well as the
over-the-counter dealers have made it
easy to deal in securities purchased from
Americans by separating these transac-

tions in foreign securities into what is -

known as the regular market as distinct
from the special market which repre-

sents foreign securities purchased gen-

erally from foreign persons.
EXEMPTIONS

Your committee’s bill contains a series
of exemptions designed primarily to give
assurance that our export effort and the
normal reoccurring financing of interna-
tional business will not be hampered by
this tax. These exemptions which I
shall explain to you in just a moment
relate primarily to export paper, com-
mercial bank loans, and short-term
paper,

The period which elapsed after July 18,
and before your committee acted on this
bill, made it possible for the committee
to observe the effects this tax could be
expected to have on various groups in
the United States, showing areas where
the original recommendations would
have created hardships and inequality.
Your committee used this time to maké
adjustments to the originally proposed
bill to alleviate these hardships and in-
equalities while still maintaining the
basic concepts of the bill as rec-
ommended by the administration.

EXEMPTION FOR INTERNATIONAL MONETARY

STABILITY

One exemption under the bill, known
as the international monetary stability
provision, would enable the President to
exempt new security issues of a foreign
country from tax where he determines
that application of the tax to such secu-
rities imperils, or threatens to imperil,
the stability of the international mone-
tary system. This provision of the bill
takes account of the very unusual set of
circumstances evidenced in the case of
Canada. It appears that the effect of
the tax as applied to Canada—-because of
the exceptionally close integration of
our capital markets and the need for
Canada to borrow sbroad to cover a siz-
able current account deficit—might be to
reduce too abruptly the flow of U.S. cap-
ital, set off a speculative flow of funds
from Canada, and thereby adversely af-
fect Canadian exchange rate stability.

In view of this situation, the admin-
istration believed that the bill should
contain a provision enabling the Presi-
dent to exempt new security issues of a
foreign country where he determines the
application of the tax might threaten
international monetary stability. This
is consistent with the trealy obligations
of the United States to collaborate with
the International Monetary Fund to pro-
mote exchange stability.

Your committee has received assur-
ances from the Secretary of the Treas-
ury that, under present circumstances,
new issues of Canadians are the only
securities which he would recommend
that the President exempt from tax.
The exemption of Canadian new issues
proceeds upon the assurance that Cana-
dian borrowings in this country will re-
turn -to their historical levels, because
Canada has undertaken to assure that
borrowings in the United States will take
place only to the extent necessary to
permit Canada to maintain equilibrium
in its reserve position. Your committee
has also been assured that the admin-
istration will follow closely the account
volume of Canadian borrowing in our
markets. We can thus be assured that
the Canadian exemption will not under-
mine the purpose of the tax.

EXEMPTIONS FOR EXPORTS

The next category of exemptions is
concerned with export transactions. The
bill contains a series of export exemp-
tions which generally have the effect of
exempting debt obligations from tax if
they are obtained by U.S. persons in con-
nection with the extension of credit to
foreign purchasers of ¥U.3.-produced
goods. The reason for this exemption is,
I believe, self-explanatory; na,mgly, to
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be sure that the tax does not interfere
with our favorable commercial balance.
These export exemptions are as follows:
First. An  exemption is provided for
debt obligations which are guaranteed
or insured in whole or in part by the Ex-
port-Import Bank or by other U.S. Gov-
ernment agencies or instrumentalities.
_ Second. An exemption is provided for
the acquisition of a debt obligation from
a foreigner in the course of selling goods
produced in the United States if 85 or
more percent of the purchase price in the
related export transaction is attributable
to the sale of U.S. property or to the per-
formances of services by the U.S. person,
Third. An exemption is provided for
the acquisition of stock or debt obliga-
tions from a foreigner if 30 percent or
more of the purchase price in an export
transaction is attributable .to the sale
of property produced in the United States
by, and services performed by, the per-
son who acquires the stock or debt obli-
gation. However, this exemption is to
be available only if 50 percent or more
of the purchase price is attributable to

. the sale of property manufactured, pro-

duced, grown or.extracted in the United
States and services performed by U.S.
persons, whether or not by the person
acquiring the foreign security.

Fourth. The bill provides an exemp-
tion for the acquisition of debt obliga-
tions from a foreigner if the U.S. person
making the loan and receiving the debt
obligation can show that the proceeds
of the loan will be used for the storage,
handling, transportation, processing,
packaging, or servicing of property pro-
duced by him in the United States.

EXEMPTION FOR COMMERCIAL BANK LOANS

The next category of exemptions is
for commercial bank loans. The neces-
gity for such exemptions is also tied in
with export financing. In addition, the
great bulk of the commercial bank loans
fall within the category of loans for less
than 3 years and, therefore, would, in
any event, not be subject to this tax.

Your committee realizes that a gener-
alized exclusion of this type, however,
could be abused. Although this is not
expected, your committee has provided
in the bill for the collection of detailed
information on the nature of, and trends
in, bank lending to foreign persons.
This information will provide a basis for
determining whether a general exclusion
of this character should be continued
and if not for indicating the specific
ways in which the general exclusion can
be modified.

EXEMPTION FOR DIRECT INVESTMENTS

A fourth general category of exemp-
tions provided by the bill is for
direct - investments abroad. Direct in-
vestments, as distinct from portfolio in-
vestments, cover those cases where the
investor has a sufficlent ownership in the
foreigh eompany to give him a substan-
tial measure of control, or an important
voice in management. Direct invest-
ment is defined in the bill as ownership
of 10 percent or more of the voting stock
of the foreign corporation. -Decisions to
make investments of this type are largely
concerned with questions of market posi-
tion and long-range profitability rather
than interest rate differentials. More-
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over, your committce in the Revenue Act
of 1982 dealt with this subject at that
time.

EXEMPTION FOR LEBE DEVELOPED COUNTRIES

A fifth general category of exemptions
is concerned with less developed coun-
tries. The bill exempts purchases of se-
curities of less developed countries—
including their polltical subdivisions—
and of less developed country corpora-
tions from the application of this tax.
All counfries other than the developed
countries of Western Europe, Australia,
Canada, Japan, New Zealand, and South
Africa may be designated by the Presi-
dent as less developed for this purpose.

This exclusion is designed to avoid
cutting down the flow of private capital
to nations with chronic capital short-
ages, urgent development nceds, and
limited ecapacity for foreign borrowing
on normal commercial terms. The
United States has long recognized a re-
sponsibility for assisting these nations
in the struggle to achieve improved
standards of llving and the application
of the tax to issues of these countries
would work against that objective.
Moreover, the outflow of portfolio capi-
tal to these areas has been quite limited,
never exceeding $260 million & year in
recent years and usually running closer
to $100 million.

OTHER EXEMPTIONS

Your committee’s bill also provides a
series of other exemptions designed to
deal with speclfic types of situations.
These are concerned with Insurance com-
panies having foreign business, the pro-
cedure to be followed by underwriters
and dealers in forelgn securitles, the
treatment of labor undons and other ex-
empt membership type organizations
having foreign members, ores and min-
erals extracted and sold outside of the
United States, acquisitions required by
foreign law, and the treatment of forelen
corporations which are controlled by
Americans where trading on the Ameri-
can exchanges represents the principal
market for the stock.

ADMINISTRATION OF TAX

I would like to turn now to a brief dis-
cussion of how the tax will be adminis-
tered. Actually, we know the system
will work since administrative and mar-
ket procedures have been operating on
this basis since this last July or August.

In practice. for new issucs the tax will
almost always be paid by the underwriter,
as the first American purchaser. But
certain procedures are necessary to iden-
tify when purchases in the market are
made from foreigners. In the case of se-
curities purchased on a registered na-
tional securities exchange, transactions
will be permitted in the regular market
only where the seller is a U.8. person.
Other transactions through these ex-
changes will be treated as special con-
tracts. Only if the broker indicates on
a confirmation that the security was han-
dled through the special contracts mar-
ket will a tax be due on the purchase.
Otherwise the purchaser can assume that
the purchase was exempt from tax and
noe tax return would be required.

A U.S. person selling on one of these
exchanges may file an individual certifi-
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cate of American ownership with his
broker on each transaction, or a blanket
certificate of American ownership which
will qualify all subsequent sales through
the same account. Essentially the same
treatment is available in the case of
over-the-counter trading.

Where a U.8. person acquires a for-
eign security other than through a na-
tional securities market or through the
over-the-counter market, where the reg-
ular and special markets procedures are
used, the bill provides for the use of a
certification procedure—a procedure
which is already in current use. Receipt
of n certificate of American ownership in
connection with the acquisition of a for-
eign security is considered as conclusive
proof of prior American ownership unless
the person receiving it has actual knowl-
edge that the certificate is false.

Tax liability in the case of the inter-
est equalization tax is to be reported by
the filing on a calendar quarter basis of
returns covering faxable and certain
olher transactions occurring within the
calrndar quarter.

TERMINATION OF TAX

As previously indicated this bill is ef-
feciive with respect to acquisitions of
foreign securities after July 18, 1963; ex-
cept that In the case of acquisitions
made on s national stock exchange, the
tax applies to purchases made after Au-
sust 16, 1963, The tax Is scheduled to
apply only to purchases before January
1, 1966. This will give Congress an op-
portunity to see whether, at that time,
the balance-of-payment situation has
improved sufficiently so that a further
continuation of the tax will become un-
neeessary.

OUTAINING 10-PERCENT INTEREST OVER 12~

MONTH PERIOD

In any bill of this type which imposes
an entirely new tax, problems arise as to
the application of the tax in given situa-
tions. Your committee has, in fact, al-
ready made adjustments for several
problems of this type presented during
its consideration of the bill, Since it
has completed action on the bill how-
ever, & new problem has been presented.
This is m problem which the Treasury
Department has recognized as needing
correction and ms one with respect to
which it is understood it will make rec-
ommendations when this bill is con-
sidered by the other body.

As I have previously indicated the tax
imposed by this bill i{s not intended to
apply in the case of direct Investments
since these are not affected to any sub-
stantial extent by Interest rate differen-
tials but rather are largely dependent
upon market prospects. In defining di-
rect invesiments the blll provides that
the tax Is not to apply to acquisitions by
a U.S. person of securitles of a foreign
corporation if immediately after the ac-
quisition the person has a 10 percent or
greater interest in the combined voting
power of all classes of stock of the for-
elen corporation—or has a 10 percent
or greater profits interest of the foreign
partnership. The bill also provides an
exemption for purchases where an In-
div:dual acquires stock in a foreign cor-
poration or partnership in & serles, if at
the end of the calendar year involved the

March 5

person aas a 10 percent or greater stock
interest.

The problem presented arlses where a
U.S. pe1son acquires the requisite 10-per-
cent interest in & serles of transactions
over a 12-month period, but this 12-
month jerlod does not colncide with the
calendar year. Your commiitee is aware
of no r2ason why the requisite 10-per-
cent interest has to be determined by
looking only at a ecalendar year. The
alternative of looking at any 12-month
period would appear to achieve sub-
stantially the same result on a less arbi-
trary basis. It is hoped that this Is a
matter which will be considered by the
other body.

CONCLUSION

Our balance-of-payments deficits must
cease. Our gold losses must be stopped.
In the last half of last year we made real
progres:s toward these goals. The bal-
ance-of -payments deficit dropped to an
annual rate cf $1.6 billion—this follow-
ing a first half year when the deficit
was $4.5 billion on an annual basis. The
poor performance of the first half was
in large measure due to massive pur-
chases 2y Americans of foreign securi-
ties. The sherply improved second half
was in good raeasure due to the drop in
the massive outflow of relatively low
cost U.S. capital into foreign securities—
In fact $1.8 billion of the $2.9 billion
improvement was in this balance-of-
payments account. The key element in
this improvement—so critical to the con-
tinued strength of our currency in the
markets throughout the world—lies in
the bill now before us, HR. 8000, the
proposal for an interest equalization
tax.

I would, therefore, urge you, in the
greater public interest to support this
bkill and place yourself in a position to
say thal, “I have supported all efforts in
the Conzress of the United States to stop
the flow of gold and the flow of dollars
from the American shores,”

Mr. BARRY. Mr, Chairman, will the
gentleman yicld?

Mr. MILLS. I yield to the gentleman
from New York.

Mr. BARRY. I notice on the bottom
of page 1 of the report the statement to
the effect that on debt obligations with
a shorter maturity than 3 to 3% years
no tax is impased.

Mr. MILLS. For debt obligations with
a shorter maturity than 3 years, that is
correct. Let me explain briefly to the
gentlernan why that is the case. Any
debt obl:gation of less than 3 years——

Mr. BARRY. I did not really want
further information on that particular
point, because I believe I understand the
bill. However, could not someone incur
such an obligation and then just keep
on renewing it ad infinitum and thereby
circumvant the intent of the legislation
with referenca to taxing these people?

Mr. MILLS. The interest rate on
short-term bank borrowings is set by the
going rate or interest for short-term
money. As I have indicated previously
the Federal Reserve is currently follow-
ing the policy of maintaining a relatively
high intsrest rate for short-term money.
As 8 result it would hardly pay someone
to avoid the tax by borrowing for short
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periods only to have to pay higher inter-
esl charges.

Mr. BARRY. If the gentleman will
yield further, I note on page 2 of the re-
port that the principal exclusions are
listed to the bill. .

Mr. MILLS. Yes, they are discussed
in the report. These exclusions in my
opinion are desirable in order to keep
this tax from interfering with our export
trade and in order to keep this tax from
involving us in some instability of the
monetary fund itself. Also, they are de-
sirable in order to prevent the applica-
tion of the tax in the undeveloped areas
of the world.

Mr. BARRY. I assume that exclusion
No. 5 does allow for investment in less-
developed countries of the world and does
preserve our efforts to get more capital
flowing into the Alliance for Progress
program?

Mr. MILLS. Exactly.
purpose of this exemption.

Mr. BARRY. If the gentleman will
yield further, under exclusion No. 8 there
is reference to investments of foreign
membership dues by labor-organizations
and other exempt organizations. Would
the gentleman elaborate upon that ex=
_ clusion?

Mr. MILLS. Yes. Weranintoa situ-
ation where some labor unlons have
members in foreign countries. They col-
lect money of the foreign country from
their members employed by companies in
that country. Withouf this provision, in-
vestments of the funds collected from the
foreign members would be taxed even
though invested in some foreign coun-
try in which the members reside, because
it is an American organization. This,
of course, would not affect our balance
of payments. We thought it was better
to exclude that type operation.

That is the

Mr. BARRY. If the gentleman will -

yleld further, in order to make the rec-
old clear, this does not mean that a
large labor union here could collect dues
and invest these funds abroad?

Mr. MILLS. Absolutely not.

Mr. BARRY. And as to other exempt
organizations, this refers to other types
of organizations in a similar sense hav-
ing a foreign operation really identified
as o U.S. operation, but it would not let
out any other basic funds; is that cor-
rect?

Mr. MILLS. That is correct.

Mr. Chairman, I would like to insert
in the Recorp at this point a listing of
measures taken by the administration to
meet the balance-of-payments problem,
apart from the area of private capital
outflow:

MEASURES TAKEN To ELIMINATE BALANCE-OF=
PAYMENTS DEFICIT ‘

The administration hag from its begin-
ning in 1961 concentrated attention on sev-
eral fundamental measures: to enhance the
efficiency of the American economy, to main-
tain price stability and to make the United
States more attractive for the investment of
United States and forelgn capital, thereby
basically improving our international com-
petitive position. These long-range meas-
ures are.;

No. 40—10

1. Encouraging responsible wage bargain-
ing and pricing policy through such measures
as the wage-price guidelines.

2. Investment credit.

3. Liberalized depreclation allowance.

4, Tax reduction.

In additlon, the administration has taken
the following measures aimed specifically
at eliminating the balance-of-payments def-
leit:

MEASURES INSTITUTED IN JULY 1963

1. Scheduled further reductlons in mill-
tary oversea expenditures to reduce the dol-
lar drain $300 million.

2. Scheduled reductions of $200 milllon in
purchases of strategic materials abroad and
$100 million in other Government programs.

3. Intensified “tylng” of forelgn ald to
U.S. exports t0 save an additional 500 mil-
lion in fiscal year 1865.

4. Proposed IET to add 1 percent to the
cost of foreign borrowing in United States
and stimulate other major countries to b~
eralize and improve thelr capital markets.

5. Firmed up structure. of short-term in-
terest rates to reduce outflow of U.S. short-
term capital seeking higher interest rates
abroad.

6. Initlated new export drive with White
House Conference on Export Expansion.

7. Announcement of “see America now”
program to encourage Americans to spend
travel dollars in United States rather than
abroad,

8. Initiated program to sell more U.S. se~
curities abroad.

9, Arranged $500 million standby drawing
from the IMF to enable other countries to
repay thelr drawing from the fuad in dollars
rather than drawing gold from the United
States or selling their dollars for other cur-
rencies.

EARLIER MEASURES TAKEN IN 1961-63

10. Reduced military expenditures abroad
and arranged military offset purchases by
European countries, thus reducing net mili-
tary expenditures by almost $800 million
between 1960 and 1963.

11. Raised the “tled” portion of aid from’
one-third in 1960 .to 80 percent on commit-
ments made in flscal year 1963. .

12. Developed a “cold budget” to control
Federal purchases and expendltures abroad.

13. Largely eliminated foreign ‘‘tax ha-
vens” for forelgn businesses and individ-
uals through the Revenue Act of 1962.

14. Reduced the tourist duty-free allow-
ance from $500 to $100.

15. Inaugurated s new auctilon program
for cotton sales to raise exports.
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16. Provided U.8. exporters credit insur-
ance facillties second to none and helped
them promote exports through trade mls-
slons, trade fairs, and improved consular
services,

17. Developed informal arrangements with
other countries to discourage private specu-
lation in the London gold market.

18. Undertook U.S. officlal operatlon in for-
elgn exchange markets to support the posi-
tion of the dollar and to offset the effects of
potential currency speculation.

19. Arranged for prepayments on foreign
government debts to the United States and

. for advance payments on military purchases.

20. Sold special Treasury securlties to for-

eign central banks to provide additional in-

vestment medium and reduce demands on
U.S. gold stock.

Mr. Chairman, I would also like to in-
sert in the Recorp at this point a series
of tables bringing up to date, to the ex-
tent fourth-quarter 1963 data are avail-
able, the tables in the committee report:
TapLE 1.—U.S. balance of payments annually

for the period 1949-63, and quarterly for

1962 and 1963
[In millions of dollars; quarterly figures sea~

sonally adjusted annual rates]
175
-8, 580

—305
. —1,046
—2,152
—1, 550
—1,145

—935

520
—3, 529
-8, 743
—3, 881
—2,3870
—2,186
—2, 662

—2, 340
—1,808
—1,424
--3, 172

—3, 460
—4, 056
—1, 024
—808
1 Excludes receipts from sales of nonmar-
ketable, medium-~term convertible Govern-
ment securities.

Source: U.S. Department of Commerce.

TABLE 3.—New issues of foreign securities purchased by U.S. residents, 1961-63 !

{In millions of dollars]

1962
Total, 1068
1961 [
I II | IIT | IV |Totalj I II | XXX { IV 2| Total?
Oanada. - - .coo-- 237 107 112 411 204 | 457 368 | 264
‘Western Burope 87 35 138 15 106 651 154 ig %2 ;%;
61 -11 17 48 25 101 42 66 52 & 166
R 1B @® 19 (% | 483 [4102 12 jeora- P ) I 36
831@ iievoéopeil cognttlest_,l__ - 43| { (63 & (6; 60 1. 17 17
her less developed countries..oooocao- 95 5 5 D S | 7710 1|22
Internationsl ingtitutions and unslloc. ¢ ¢ ® ¢ ‘77 10 1 u 2 ®
X751 DA———" | 12 80 3 7 FR SOV PRI ARSI FRPRE,
Total NCW ISSUeS. «ocuvunmrmmmmane 53| 170 |. 812| 133 | 461 |,076 | 06| 518 | 179 | 686 | €1,280
t Not seasonally adjusted.
3 Preliminary; revised unpublished data.
3 Less than. $500,000 .
1 Includes $75,000,000 1ssue by Inter-American Development Bank
§ Not available.
¢ Totals may not add because of rounding.
Source; Survey of Current Business and Department of Commerce, -
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[From data on p. 5 of committee report]

Net purchases of outstanding foreign
securities

{In millions of doliars|

CONGRESSIONAL RECORD — HOUSE

Net purchases of outstanding foreign
securities—Continued

[In milllons of dollars]

196 e +24
1863 (1st quarter) . ___ . _____..__.___ ~48
1963 {2d quUArter) .. ... ..__..______. —64
1963 (3d quarter) ... emmemmm +51
1863 (4th quartery.____._ . ______.___ -+-85

TasLr 5.—U.S. balance of payments—Selecied capital movements and deficit on regular
transactions, 1/116.2-83

ISeasonally adjusted annust rate : in miltions of dollars]
Fuil vear i 3
w2 W63 1<t hall - 2] quar- ‘ &b quar- [4th goac-
i wr : wr tert
U e e e ‘ )
Selected capltal rrllovemrenls: | i ' f
1.4, transactions In forelgn securitles: ; |
‘,\'uwisaum__“__“.__' ____________ A { ~LOT6 L =1 23| — L9220 —),044 -~ 852 —436
U4, purchases (—} or sales (+) of out- | .
standing securitles. . ________ I —~ A% 24 ~224 ! — 256 M ?»m
Redemptions. .. ______ .. ... . . , 170 ! 157 | 156 ) 1 ijﬁ 200
“Totsl, foreign securltlos. ... ... -l —rie2 ! 1.0 -1l 55 104
Bank credits to forciencrs: ' ! v I
Longterm....._...... .. . ST —517 —308 — %8 —600 ~853
Short term. ... ... e ! — 27 — 6 | -T2 —~1,960 8 -1, 240
woair b e
Total, bank cmm__,..__._..A.JA__{.._.__.. -394 | —n21| —1,080 ; “RMB -m2| -200
Foreign purchasws (+) or sales (—) o !
ucfrlt£=&+( 134 2 | 24 | 832 | 204 200
. H v e
Tolsl, srcurmvsl snd bankeredit. . 1 —p 200 ~2068 ‘ —2.766 I —4,108 -840 —1,788
ialance-of-payments deficit on regular  trans-
! uctrllons___r_,?{/,.l__x ................... g —3.373 =300 1 —~4421 L2 —1,648 -1, 58
i H
1 Preliminary.
Source: Commerce Department press release of Feb 14, 1964,

Mr. BYRNES of Wisconsin.. Mr.
Chairman, I yleld 15 minutes to the gen-
tleman from Missourl [Mr. CurTis].

(Mr. CURTIS asked and was glven per-
niission to revise and extend his re-
marks.)

Mr. CURTIS. Mr. Chalrman, I hope
that the way in which our votes will be
interpreted on this bill will have some
relation to the merits of the debate that
is transpiring here on the floor of the
House and will have some reference to
the majority opinion as contained In the
committee’s report and _the minority
views. Also, that it will have some ref-
erence to the hearings which the Com-
mittee on Ways and Means held on this
subject.

Mr. Chairman, I will call attention to
the members of the committee that no
berson outside of the administration
testified In behalf of this measure. Quite
the contrary, the testimony was strong-
ly opposed to this measure. It was not,
as I regret the chairman seemed to im-
ply, on the basis of any selfish interest.
There may be some groups involved in
this from a selfish standpolnt who testi-
fied. However, there was a great deal of
testimony and the bulk of the testimony
did not relate to the personal fortunes
or interest of the witnesses.

This is a basic departure on the part
of the United States that has been taken
by executive flat without congressional
approval. But if the Congress approves
it then the Congress will be pulilng its
stamp of approval on a basie departure
{rom the traditional position of the Unit-
od States in maintaining a free ecapital
market in,the world.

[ say this goes to the very heart of our
fiviety. In my judement this Is the
worst bill T have seen in 14 years to
come before the Congress. Yet it must

Nzt
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be here because there must be a de-
termination of this issue.

The administration has been playing
with this issue without trying to get a
conzressional determination to make it
even more effective, than if it actually
were enacted Into law., Uncertainty is
worse than certainty.

Lot us not kid ourselves. This bill is de-
laycd, as it has been from last fall, when
it could have been brought on the fAoor
of the House; again delayed this year
when It could have been brought on the
floor of the House. If it is as erucial as
the chairman of the Committee on Ways
and Means has represented, and indeed
it is erucial, why the delay? Is it to uti-
lize the threat of legislation to regulate
rather than to legislate? We know the
sitwition in the other body. This bill is
not golng Lo move over there with any
rapidity. This is one of the factors to
bear in mind.

If one reads the record of the hearings
and the testimony of Seeretary Dillon—I
want to be sure that these statements are
correct—Secretary Dillon admitted this
proposal was in the nature of buying
time. that this was not a permanent so-
lution by any manner or means and, as
a matter of fact, we recognize that in the
long run this would be deleterious to our
owit economy as well as to our balance of
payments.

M» MILLS. Mr. Chairman. will the
gentleman yleld ?

Mr. CURTIS. 1 yicld to the gentle-
man {rom Arkansas.

Mr. MILLS. I would certainly agree
with the gentleman that if this were
merely a proposition to buy time and
postpone normal capital outflows there
would be questions as to its long-term
effectiveness. But I think the gentleman
will agree with me that what we are try-
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ing to iet at here is the recent abnormal
use, not the normal use, of the capital
market In addition we are taking mea-
sures to improve other aspects of our
balance-of-payments accounts. The re-
cent tax reduction bill was one, Rais-
ing short-term interest rates was another
and reducing military oversea spending
is a third.

Mr. CURTIS. The gentleman points
it up, but he begs the gquestion when he
says "“abnormal.” The question is, Is it
supposcd to ba temporary.

Mr. MILLS. Compared with the rec-
ord of -he psast, and what took place in
early 1463, it is abnormally high. Pur-
chases of new foreign securlties in the
second quarter of 1963 were almost double
the 1962 rate and three times the 1961
rate.

Mr. CURTIS. I will get to that. The
gentleman does pinpoint an issue here
whether or not there is a normal or ab-
normal situation in these figures. The
gentleman wiil agree there is an area in-
volved we do not know too much about.
The Secretary of the Treasury sald very
frankly “We are dealing with statistics
that are quite limited in their accuracy.”
There ere always considerable fluctua-
tlons. I wou'd quarrel with the chair-
man's use of the word “abnormal,” in de-
seribing what has occurred. If there was
fluctuation, and indeed there was, 8 study
of the r2cord will reveal similar fluctua-
tions oceur over a period of years. We do
not know why

The point I make today is this ig not
recommea:nded to the House by the ad-
ministretion as good, permanent legis-
lation. Indeed. the bill itself is limited
to December 1965. By its terms it is
supposed to be temporary.

Mr. Chairman, a considerable colloquy
occurred betw2en myself and the Secre-
tary of the Treasury when he testified to
this point.

Mr. ALGER. Mr. Chalrman, I make
point of order that g quorum Is not
present.

The CHAIRMAN. The Cheir will
count. After counting.] Ninety-three
Members are present. not a quorum. The

Clerk will call the roll.

The C_erk culled the roll, and the fol-
lowing Membe-s failed to answer to their
names: i

R Roll No. 58}
Addabbo Eoffman Nix
Avery Bolland Norblad
Bass I-hord O'Brien, Il
Blatnik Jarman O’Hara, Mich.
Bromweli Jansen Passman
Brooks Jones, Ala Pepper
Brown. Ca if Kee Pool
Brown, Ohio Kelly Powell
Bruce Keogh Ratns
Cameron Kilburn Rhodes, Pa.
Carey King, Calif. Roberts, Aln.
Celler Kirwan Roberts, Tex.
Chenowetl Linkrford Rogers, Colo.
Colmer Latta Rooney, N.Y.
Dawson Lesinski Rosenthal
Delaney Long, Md. Ryan, Mich.
Derwinski McCulloch St. Onge
Diggs MacGregor Schwengel
Edmondson Maillinrd Sheppard
Elliott Mathias Shriver
Ellsworth May Smith, Calif.
Farbstein Ma2ader Staebler
Feighan Miller, Calif. Paft
Ford Mliller, N.Y. Teague, Tex.
Fraser Moarrison Thompson. L :.
Gilbert Moarton Tollefson
Halpern Mlter White
Harsha Murphy, NY. Wilson, Bob
Healey Wright
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Accordingly, the Committee rose; and
the Speaker pro tempore (Mr. ALBERT)
having assumed the chair, Mr. GARY,
Chairman of the Committee of the ‘Whole
House on the State of the Union, re-
ported that that Committee, having had
under consideration the bill H.R. 8000,
and finding itself without a quorum, he
had directed the roll to be called, when
342 Members responded to their names,
a quorum, and he submitted herewith the
names of the absentees to be spread upon
the Journal. .

The Committee resumed its sitting.

The CHAIRMAN, The  Chair recog-
nizes the gentleman from Missouri [Mr.
CURTIS].

Mr. CURTIS. Mr. Chairman, at the
time of the quorum call I was establish-
ing the point that the administration
has presented this bill in the nature of
buying time in order to cope with the
basic causes that underlie our balance-
of-payments difficulties. The bill before
us on its face is of a temporary nature.

Therefore, one of the issues before the

House is to consider this question of
just how temporary are temporary
taxes? And I submit that our experi-
ence .is that that which is temporary
tends to become permanent. I simply
call attention to the Korean taxes.

Therefore, it behooves the House to
carefully consider the question on the
basls that once it becomes law it is a
permanent part of the law. This bi_ll
i1s a radical departure from the basic
policy of the United States which has
been maintained over 150 years to estab-
lish and preserve a free capital market.
So that this question must be thought
of from that standpoint. .

Now, Mr. Chairman, let us determine
whether or not we really are buying time
or marking time as I suggest, because you
are -only buying time if you really are
moving forward to cope with the basie
problems which exist in our balance of
payments.

Mr, Chairman, I wish that the Joint
Economic Committee’s report on the
balance-of-payments  problem  were
available at this time. It 1s in the
process of being printed. I believe the
members of the Committee then would
understand quite clearly that this is not
buying time. This is marking time. As
a matter of fact when it is determined
that we are not moving forward; that is,
as it becomes clear that we have not
moved forward to correct our bhasic
trouble in our balance of payments, we
are going to try to rely more heavily on
this tax. Believe me, we cal make this
tax effective as far as it relates to cover-
ing our investments here in the United
States. But why does the administra-
tion itself say that this tax as a perma-
nent measure is deleterious to the econo-
mic health of our country?

Mr. Chairman, it is very clear that one
of the great assets which the United
States possesses—and, Mr. Chairman, I
must apologize to the House for my not
being able to talk in a more foreeful
manner on an issue upon which I predi-
cated my remarks by saying it is the most
serious that has faced us in the 14 years
that I have been in the Congress, and I
just wish T were more eloquent and could

" better than the climate at home.

get these Issues out more clearly—I
might suggest that perhaps the mem-
bership bear with me in my inadequate
abilities to express myself. These issues
are important and they run very deep.

Mr. Chairman, if we are nol moving
forward in correcting these basi¢ prob-
lems involved in our balance of payments
we are putting the United States in a
worse position. This is very comparable
to the proflizate son who inherited a
great deal of wealth and in order to make
do, because he eontinued spending more
money than he took in, he sold off some
of his capital assets.. Yes, he can get by
for awhile but his position becomes pro-
gressively worse. This is really what we
are doing here.

Mr. Chairman, one of the great assets
which we possess in our balance-of-pay-
ments situation—in fact, we have two
basic assets—one-of them is our balance
of trade. We have an excellent balance-
of-trade situation. We also have an ex-
cellent portfolio of investment abroad
from which we are receiving great re-
turns. These represent pluses in the
balance-of-payments picture. ,

Mr. Chairman, when I engaged in the
colloguy with the chairman of the Com-
mittee on Ways and Means, the gentle-
man from Arkansas [Mr. MiLLsl during

+ his time, I said one of the things that is

necessary in order to get our balance-
of-payments situation in order was to
balance our own Federal budget. In-
deed, that is so. However, the portion
of the budget which has to do with our
balance of foreign payments is eritical.
The balance of the entire budget is a
little longer and a little more indirect
in bearing on our economy but the bal-
ance-of-payments section of our budget
is immediate on our gold flow problem.
Our problem is not in the return which
we are receiving on our foreign invest-
ment portfolio, which is a great plus
item. It is not in our balance of trade.
It is not in the private sector. These
facets of our economy are strong. The
trouble is in the governmenial sector.
We have been putting forth too much
money for even this wealthy country to
afford in the area of foreign aid. Ihap-
pen to be in favor of the theory of for-
eign aid. However, this administration
in the budget which it presented and its
attitude is clearly not going forward to
hit at the basic problems in our balance-
of -payments situation.

“Take the issue over the foreign aid bill
last year where this Congress in its wis~
dom cut back the program to & $3 billion
rate. What did this administration do
but go on with expenditures to continue
spending at a $3.6 billion fate. There
is none of this movement today to use
this time we are buying to improve our
position on a permanent basis in order
to correct basic problems.

Why are our investments going
abroad? Because the climate for invest-
ment abroad regrettably is greater and
That
bears on some figures we Republicans
put in our Joint Economic Committee
report a year ago namely, the returns
per investment dollar have declined—
we use 1947-51 as a base—from a 14-
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percent return, whereas now it is be-
low 9 percent. Abroad the investment
returns are higher. What bears on this
climate of -investment? There is where
we get back to a basic need for a bal-
anced budget in our own fiscal affairs.
If we come along with a stopgap meas-
ure which will hurt the private sector,
the strong sector in the balance-of-pay-
ments picture, in order o buy this time,
and we do not use the time, and the ad~
ministration is not using the time to cor-
rect the basic problem, it is merely push-
ing us further down the drain. That is
the issue the House has to determine.

The testimony of most of the witnesses

was directed to this, not their particular
selfish interests, because many of them
had none. No one testified for this bill
except the administration, I remind you.
If you will read the hearings you will see
that the issue I am trying to bring out
here was paramount.
_ There is a second point that must be °
mentioned. Notice the unorthodox and
unconstitutional manner in which the
administration has moved in this area
because this tax has already been put
into effect from a practical standpoint.
Forms were printed and issued by the
Treasury Department and they are fill-
ing them out on the assumption this tax
is law.

The Congress has another problem.
Are we going to sanction this kind of op-
eration on the part of the executive
branch of Government? This is a mat-
ter of balance of power within-our so-
ciety between the legislative and execu~
tive branches of the Pederal Govern-
ment. If the Democratic Party is going
to adhere to the philosophy the execu-
tive should have this power, that be-
comes a major issue. I hope if it is of
that nature and becomes an issue it will
be a matter for the people to take into
consideration at election time.

The CHAIRMAN. The time of the
gentleman from Missouri has expired.

* Mr. BYRNES of Wisconsin, Mr.
Chairman, I yield the gentleman 5 ad-
ditional minutes.

Mr. CURTIS. Mr. Chairman, this can
be a perfectly high-level debate though
it became partisan. It is a serious mat~
ter. This unilateral Executive action has
been done, and the chairman of the com-
mittee has so admitted. Indeed, it is
pointed-out that the threat of this tax
has actually produced results, and indeed
it has since the tax has been in effect,
greater than the tax itself if it hecame
law. In my judgment, and the hearings
will bear this out, this is unconstitu-
tional, it is unprecedented, and I think
the House should reject it so that the ad-
ministration will not further attempt
this kind of procedure.

One other very basic point: This is one
moie step on the part of the administra-
tion toward economic isolation. I want
t> refer to the minority views, and I will
ask unanimous consent to insert them in
the REcorp with my views when we re-
turn to the House, I refer to the commit-
tee report on the International Coffee
Agreement of 1963 which we considered
on October 28 on the floor of the House.

In these views Isay:
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AUDITIONAL VIews oF THOMAS B. CURTIs oN
HR. 8884

During the public hearings on the Trade
Expansion Act of 1862, I raised the question
of whether the adminisiration policy was
Lruly one of freelng up international trade
or whether indeed it was not moving toward
more restrictions by substituting licensing
and quota arrangerments for tariffs.

The present coffee treaty is just one more
action in a series of actlons taken by the
Kennedy administration which lend support
Lo this position. It is true that coffee like
suger and other raw commodities has been
thie subject of Government-sponsored cartels
imstead of the more liberal trade regulator,
the tariff. for some time. However. there are
no indications of a disposition on the part of
the Kennedy administration to break loose
from this most regressive of all techniques
to regulate trade to move toward a freer
marketplace. Where there were tariffs and
no cartels, we now find cartels. Where there
were cartels, we flnd more regressive cartels
negotiated. Where there were no regulators.
we find the administration sdvocating tariffs
as in the proposal to impose an excise tax
on American investments In forelgn securi-
ties.

President Kennedy In his special letter to

the commlttee to reassure it In its concern .

for the American consumer talks one way
and yet acts another. The coflee agreement
is admittedly to keep up coffee prices: how
then can the President argue that it 1s to
assure the American housewife the lowesl
price for coffee? Nothing is sald in the
Presidential letter about passing on to the
consumer in lower prices any benefits that
may be derived from future Increased effi-
ciencies and Increased productivity in the
growing and distribution of coffee.

Finelly. I would observe that in the long
run we do a disservice to Lhe coffee-producing
countries by these shortsighted cartel setups.
This tends to kecp them tied to & one-prod-
uct economy instead of to encourage them
in the development of a diversified economy
from which comes sustalnabie economic
strength and Increased standard of living.

THOMAS B. CURTIS.

The Secretary of the Treasury recog-
nizes this Is in the nature of a tarifl.
This is not a bill to raise revenue. this
is a bill to regulate.

Finally, I want to point out what we
have gotten ourselves into when we try
to regulate In this matter through this
technique of controlling our foreign
private investments. We have to pro-
liferate the entire field of Investment.
between equities and debt and in debt it-
self between bank borrowings and bonds.
Then we have another separation based
on geography because the tax is not to
apply to so-called underdeveloped coun-
Lries or to Canada. Then there is a
proliferation between new and old se-
curities and, I might say, ro reference
at all to the biggest area of investment
that bears on the balance of payments.
which is reinvestment. I am glad that
is untouched by this tax because that is
at least one break for the private enter-
prise system. But look at how reinvest-
ment of our funds abroad is affected by
the controlling and the regulating of
these particular other areas of invest-
ment, of stocks, bonds, bank loans, and
so forth. That is the resl reason yvou
hiave a bill before you that is 103 parges
long, because it is trying to make these
lines of demarcation between these var-
ious kinds of investment, which honestly
one cannot really make.
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Let me read something that bears on
‘his, & letter I just got this morning from
4 New York broker. I asked him to
somment on the bill.

MopzL, RoLaNn & Co.,

New York, N.Y., March 2, 1964.
don. Representative THOMAS B., CURTIS,
I{ouse of Representatives, .
Washington, D.C

Dear Mr. CuRtis: You were kind enough,
#ith your letter of December 27, to send me
e report of the committee hearings on H.R.
000, the Interest Bqualization Tax bill and
fo ask for any additional comments.

I have delayed my answer 50 as to be able
to present you with the most recent evidence
wvailable as of the time. when the Rules Com-
inittee would release the bill for debate on
the floor of the House which, as I now under-
~wnd. will take place next week. Even
tiieugh it appears that no amendments may
L offered to the bill and that debate will
Le limited to 3 hours, I thought the follow-
lug cumments might perhaps stiil be perti-
Lent:

From the beginning of this proposal, we
Lave argued-—and the minority views in the
temnmittee report bring this out very well—
that the effect of the bill will simply be to
funnel the outflow from securities issues
v hich are liquld and negotiable assets for the
United States into an equivalent outflow
from bank loans which are not liquid. Thus,
tie part of our foreign assets which could
serve as n secondary reserves In a pinch is
vepleted. The latest Departinent of Com-
rierce figures bear out this view beyond any
suadow of the doubt. According to these
{.gures. long-torm bank loans, 1.e., those ma-
taring in over 1 year, to foreigners, which
I'ad represented a net outfiow of $138 million
1t 18681 and of only 8117 million In 1962,
r ¢ by a spectacular 340 percent or $400 mil-
L.on, 1o 8517 million last year, Taken by cal-
endar gquarters. the effect of the proposed
tux stands out even more clearly. The first
quarter 1863 showed a net inflow (repay-
nmentsy of $27 million [followed by outflows
ol 8178 milllon in the second quarter, 8114
raitlion in the third quarter and 8252 million
i1 the fourth qunrter.

The increase In December alone seems to
kave been the largest on record. Nor Is that
tae entire story. because these Department
o Commerce figures only cover loans by U.S.
banks in the United States. They do not
tneiude loans made by independent foreign
oifices which many of the larger banks now
hive, only loans made by foreign branches.
However, the U.S. Treasury has these figures
a: well, and there is some reason to suspect
that the total outfiow, inciuding this latter
citegory, may be substantially higher yet
tiiag the above $517 mill total. If this is so.
one can hardly speak of any significant bene-
fi. to our balance of payments as a result
o’ the proposed tax; even if last year's rate
o. outfiow through new issue activity, which
was unusually high a the first 6 months at
aaproximately 81 billion, had continued dur-
ir.g the last half. there is good reason to
think that at least a part of this amount
waulkd have been bought up by forelgners
subsequent to original tsgue, and that a fur-
ther significant proportion would have paid
for U.S. exports. As against this, the U.S.
i:vestment bankers underwriting these is-
sues would have retained this volume of
underwriting in the United Suates.

This brings me to my second point, namely
tl.e shift of this important business to for-
elgn markets. Because. 8s the Treasury it-
seif has stated in its recent report on Euro-
pean capital markets to the Joint Economic
Committee, these foreign marketls are less
potent and efficient, as well Rs much more
costly than our own, only a part of this
.activity has been shifted out of the country.
FEven so recent estimates show some 8125
miullion of new issues orlginally destined for
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the Mew York market to have been lost to
European iivestment banking groups. At
the same time, the cost to the borrower has
been raised thus extending the spread be-
tweer the ‘oreign and domestic long-term
interest rate structure. Quite apart from the
loss >f business to American Investment
bankers, this tends to increase the tempta-
tion Zfor individual investors to shift funds
out of the United States, sometimes even by
subscribing to such issues, at least so long
as there still s no certainty over the fate
of the interest equalization tax proposal.
The fact that the foreign syndicates launch-
ing sume of these issues have frequently in-
cluded the European offices of American
banks and bankers have certainly not done
anything to mitigate this danger. But even
80, there {s no doubt that the loss of Ameri-
can market leadership resulting from these
proposals is beginning to show serious con-
sequeaces. If the United States can no
longer act as an exporter of capital because
our gold reserves are used to finance foreign
aid. then London and Paris must do the job
as best they can. And since thelr reserves
are nost unlimited, either, they must ulti-
mately protect them by restricting imports
from -he dollar area. In less than 2 months,
the Ganeva GATT negotiations will show the
lkely extent of such losses of U.S. exports.
In the long run. we shall all be poorer in
terms of eitl.er foreign or domestic resources.

You see what is happening, and one
reasol why our New York bankers,
though they opposed this, are sort of sit-
ting an their hands, because as far as
they are concerned it means more busi-
ness .f you cut in on the area formerly
serviced by new bond issues. This is the
reason why ever member of the Com-
mitte: on Ways and Means, I guess they
were--1 was—have been visited by all
kinds of groups coming into my office
sayinyg, “Ler us out.” I have said:

This is a bad bill. You know it is a bad
bill. You alf say it 1s a bad billl. What is
going to happen If you get your nose in
this b1l of 103 pages of exemptions and are
left out of the tax. We won't find you
around trying to help defeat it,

But there were a lot of people that
got their nase in this bill and a lot of
people that did not get it.

I do not Lke the atmosphere, the man-
ner in whizh this was done. That is
one reason [ wanted a semiclosed rule so
that this committee and the House could
have evaluated some of these exceptions
and exemptions that our own committee
has put inte this bill.

The chairman of the committee re-
lated the fact that our gold flow had
experienced a letup. We actually still
are being crained. The only thing he
referrzd to vas that the amount of gold
flow was no- as great. But I would sug-
gest to the yentleman that the real rea-
son fcr that was the substitution of $600
million of Government bonds sold to the
foreigners, nayable not in U.S. dollars
but in terms of the currency of the coun-
try atroad. We are devaluing the dol-
lar through these and other devices be-
cause we refuse to go to the heart of
the matter of our balance of payments.

This is tre reason I have said in my
judgment this is the worst bill I have
seenir. 14 years. It changes our basic ap-
proach to fcreign investment, one of the
very tiings that has made this country
great. We are cashing in our future in
order to theoretically buy time, but the
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record reveals we are not using this time
to correct the basic difficulties. So if
we pass this, we are going to be worse in
the hole and we will have started our
country down on a path that we cannot
retrace,

Mr. MILLS. Mr. Chairman, will the
gentleman yield?

Mr. CURTIS.
man.

Mr. MILLS. Iknow the gentleman has
deep concern about this problem. I have
talked to him many times with respect to
the balance of payments and flow of
gold which, of course, is related to the
imbalance in our bayments, as the gen-
tleman knows. The gentleman does not
find this bill an acceptabie way of deal-
ing with that problem in spite of the
very great improvement which occurred
after its announcement in the last 6
months of last year. Will the gentleman
tell me again what he would do to solve
the problem?

Mr. CURTIS. Yes; I will tell the gen-
tleman I have no doubt that this will
brovide a temporary easing and it will
buy time, but if we do not use the time—
and my argument is that we are not us-
ing the time to correct our basic prob-
lems—and that is what I am: saying—
and if the gentleman will follow my syl-
logism I think he will agree with the
syllogism even though he may disagree
with the specific point, the syllogism be-
ing this: That if this does not actually
buy time, but merely marks time, we are
in a net position, worse off than we were
when we started buying this time and
that is the key to the issue.

Mr. MILLS. T would agree that this
bill is not the whole solution to the bal-
ance-of-payments problem. In the long
run when the other segments of the ac-
counts are improved and when the for-
eign capital markets are made more effi-
clent, then we will not need this tax.
But I disagree strongly with the gentle~
man that we are not making some im-
brovement in other areas. I outlined
many of these in my opening statement,
I think the gentleman recognizes that,
but I would like to state my point——

Mr. CURTIS. If I may, permit me to
stop the gentleman right there—we have
a point of agreement. That is the point.
My argument, is we are hot moving for-
ward to correct the basic problems hav-
ing to do with the balance of payments.

Mr. MILLS. But we have been mov-
ing forward in that area on several
fronts.

Mr. CURTIS. No, I disagree on that.

Mr. MILLS., But we have, -

Mr, CURTIS. All the gentleman is
saying is that we have not moved for-
ward in the ares of private investments
that we should have been because of a
threat of this tax. Because we have not
done this, we have ebbed the gold flow
temporarily. But what I am saying is
that because we have failed to move for-
ward in making these investments, we
have put the United States of Ameriea in
& poorer position economically in the
long run.

Mr. MILLS, Will the gentleman now
vield so that I may ask the question that
Imeant to ask?

I yield to the gentle-
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Mr. CURTIS. Certainly, I yield to my
chairman.

Mr. MILLS. I know the gentleman is
not for the bill and I know he recog-
nizes this problem, but will the gentle-
man tell me once again what the gentle-
man would do about the problem other
than bringing about a balance .in our
own budget which we all are for?

Mr. CURTIS. Foreign aid—I recom-
mend that foreign aid be cut $2 billion
and there is where you could be doing
something and certainly not do what the
Johnson administration did when we, in
our judgment, in going over the figures
cut it to $3 billion and then it was raised
to $3.6 hillion and that is what is in the
budget now.

The CHAIRMAN. The time of the
gentleman has expired.

Mr. BURKE. Mr. Chairman,
Members have raised the question:

What is the reason for providing the Presi-
dent with authority to exclude from tax
new issues “where required for International
monetary stability”? (Sec. 4917),

There is compelling reasort why a pro-
vision of this sort is included in H.R.
8000,

Needless to say, no one can predict
with absolute certainty whag develop-
ments may arise over the next 22
months—the 22 months. still before us
during which the present bill would
keep the tax in effect. Balance-of-pay-
ments positions of other countries can
shift very substantially—anc sometimes
abruptly. If these developments are so
serious that the value of a major cur-
rency Is threatened, we must be able,
barticularly in cooperation with other
countries, to take reasonably prompt ac-
tion. One possible action—--depending
upon the particular circumstences of the
case—that could prove appropriate in
those circumstances would be an exclu-
sion from. the interest equalization tax
for new issues so as to facilitate neces-
sary borrowing in our markst by that
country.

Such action, when appropriate, would
be consistent with one of the obligations
we have as a member of the Interna-
tional Monetary Fund—the obligation
“to collaborate with the Fund fo promote
exchange stability.” Because the dollar
plays a key role in the international pay-
ments system and because it is the main
reserve currency of the world, we recog-
nize a special responsibility in meeting
this obligation to the Fund.

The standard to be applied in decid-
ing whether to apply this exemption is
stringent. Application of the exemp-
tion would be possible only if the Presi-
dent of the United States determines
that developments in g barticular coun-
try’s position “imperils, or threatens to
imperil, the stability of the international
monetary system.” ‘This is both a tough
and an appropriate standard. In sub-
stance, it means that developments are
50 serious that the payments system
itself is threatened. Tn such a case, an
adverse effect on our own trading and
finaneial position would inevitably show
up sooner or later.

The test in the bill is stern and de-
manding —but it does not, as it should

some
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hot, discriminate among developed coun-
tries abroad. Discrimination would be
evident of course if some particular in-
dustrially-developed country were simply
made exempt by name. Onece the over-
whelming need is evident in the case of a
barticular country, consideration of an
application of the exemption is possible.

Let me make clear my understanding
that there is no expectation that this
stern test for granting an exemption will
be met, except in the case of Canada.
Developments thus far do not suggest
the likelihood and we have been assured
that no other cases are now foreseen.
The provision thus provides the basis for
exempting new Canadian issues and re-~
mains available for possibe action to
meet unforeseeable emergencies that
could conceivably arise.

Mr. Chairman, it has been asked:

Why 1s Canada the unusual case? Why
Is an exemption for that country contem-
plated?

The Canadian case is a special one—
special because the integration of our
two capital markets is unique. In addi-
tion, Canada over the years has experi-
enced a persistent and large trade deficit
which has been largely covered by bor-
rowing in the United States. It was this
combination of circumstances that
brompted Canadian financial officials
last July to undertake prompt negotia-
tions with our own financia] officials to
discuss the outlook for the stability of
the Canadian dollar in the foreign ex-:
change markets—an outlook that met
the definition of H.R. 8000 of condition
that “imperils, or threatens to imperil,
the international monetary system.”

In the Canadian case, the exemption
for new issues forecloses an alternative
possibility—that of such intense pres-
sure on the Canadian dollar that its
value in the foreign exchange markets is
threatened. In May 1962—after a dec-
ade of letting the value of the Canadian
dollar float—the Canadian Government
established a fixed par value for its cur-
rency. Serious threats to the stability
of that parity would unsettle the pay-
ments system. It is, therefore, in the
interest of the payments system for that
bar value to be preserved—and this is of
particular interest to us because we are
Canada’s chief trading partner. As such
we want to preserve the position of our
industries and our exporters in our rela~
tions with Canada.

I would like to emphasize three key
points:

First. In keeping with the provision in
the bill, the exemption relates only to
new securities of Canadian issuers and
obligors.

Second. The exemption will not under-
mine the purpose of this tax. The Caha-
dian Government has stated that it is
not its intention that Canadian borrow-
ing in our market will be undertaken if
Canadian reserves would increase as a
result. This will necessitate g, sharp re-
duction in the exceptionally heavy out-

Alow to Canada that characterized the

fourth quarter of 1962 and the first half
of 1963. By its own credit and interest-
rate policies, Canada will assure this
result.
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Third. Developments in the flow of
funds will be carefully and continuously
observed. If anexcessive amount of bor-
rowing develops, the exemption can be
revoked or limited.

Thus, the proposed application of the
exemption from the tax to new Cana-
dian issues—which the Secretary of the
Treasury has assured us is the only ex-
emption he will recommend to the Presi-
dent under present circumstances—is
consistent with the stern test for exemp-
tion set forth In the bill. But the appli-
cation of the exemption will not sacrifice
the balance-of-payments objectives of
the bill we are considering or limit the
effectiveness of the bill.

Mr. MILLS. Mr. Chalrman, I yield
10 minutes to the gentleman from Oregon
[Mr. ULLMANI.

Mr. ULLMAN. Mr. Chairman, the
chairman of our committee, the gentle-
man from Arkansas [Mr. MmLs] has
given you an explanation of the gold
flow problem and has told you how crit-
jcal it is. I wantto emphasize that con-
clusion and to say that the more you
look at this problem, the more you real-
jze how difficult it is and how eritical
it is. When vou look at the world sit-
uation as fto the industrialized nations
of the world and their future expansion
policies, you realize that the dollar out-
flow through foreign dollar investments
could expand at any time to such dan-
gerous levels that the American dollar
would be seriously endangered.

There are many ways to approach the
balance-of -payment problem. This bill
faces what, in my opinion, is one of the
crucial areas that of oversea dollar in-
vestments and it does so without Im-
posing rigid controls. Itdoessoin what,
in my opinion, is a sound Amerlcan way
that will allow the marketplace to con-
tinue to govern the transactions of the
world, and thisis certainly what we want
to do.

A dangerous alternative, in my opin-
ijon, lies in the field of raising American
long-term interest rates to the levels of
many of the other industrialized coun-
tries of the world.

This is a false and unsound alterna-
tive, because it might well jeopardize the
whole program of growth in our Amer-
jean economy; at & time when we are
trying to fight unemployment, at a time
we are trying to fight poverty in this
couniry, at a time we are trying to build
a greater growth factor. The worst
thing in the world we could do to our
domestic economy would be to follow that
alternative.

I should like to dlrect my remarks
more specifically to & suggestion which
has been made that transactions in
stocks @s opposed to those in bonds
could be excluded from the coverage of
the equalization tax without sertously
compromising its chances for success.
It is vitally important, in my opinion,
that stocks be covered; first, to assure
sizable savings in our balance of pay-
ments on stock transactions themselves
and, second, to prevent the wholesale
substitution of stock for bond itransac-
tions which would surely result were
stocks to be exempted from the tax.
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Tg those who claim that this legisla-
tion reaches out in an lloglcal and un-
necessary fashion to include stocks, I
would say: Quite the contrary. the cov-
erage of stocks follows logically and in-
evitably from the decision to duplicate,
by way of this special tax, the effects
which would have resulted, in regard to
foreign stocks and bonds. from a general
incrense in our domestic long-term in-
terest rates.

Why do we not depend on such a rise
in interest rates Instead of this tax? I
covercd that guite briefly previously; it
is because there are some clear and com-
pelling domestic arguments against
higher long-term interest rates at this
time. Unemployment continues to be
cxeessive, with 5.5 percent of our labor
force idle. Operating rates in many in-
dustries are still well below the most
economle level., Higher long-term in-
tevest rates would fall with special force
upon job-creating business investments
and construction activities. Higher long-
term Interest rates would act as r erip-
pling drag upon an economy whose per-
formance we are seeking at this time {o
stimulate, not to retard.

Unless our economy is progressive we
cannot wage an effective war against
poverty, and higher long-term interest
rates will not contribute to a Progres-
sive economy.

Mareover, it would require a drastic
and artificial use of monetary policy to
force up our long-term interest rates.
The flow of savings into long-term in-
vestment markets continues to be quite
large. With such an ample supply of
funds seeking investment outlets, only a
sharp and potentially disruptive con-
traction of the money supply could
possibly succeed In raising long-term In-
terest rates.

The simple fact of the matter is that
higher long-term interest rates are
neither feasible nor desirable at this
time. They ere definitely uncalled for
on domestic grounds. Instead, the in-
terost equalization tax will provide the
necessary increase in the cost to forelgn
borrowers of raising capital in our mar-
kets without in the process imposing a
burden upon the domestic economy.

‘rhat 1s the cruclal issue in the bill
belore us today, because we are going to
have to face up to the gold outflow
problem. This is the sound road, which
will preserve the growth factors in our
economy and allow us to face up to these
critical problems of unemployment and
poverty here at home.

Mr. McCLORY. Mr. Chairman, will
the gentleman yield for & question?

Mr. ULLMAN. I am hapby to yield
to the gentleman from Tilinois.

Mr. McCLORY. My concerl is as to
the position of our Nation as the finan-
cial center of the world; not only New
vork City, but also Chicago and San
Franclsco. Will this not adversely affect
our Natlon's position? will it not dis-
courage using our’ financial markets for
{nvestment purposes?

Mr. ULLMAN. In m¥ opinion, it will
bolster rather than discourage the im-
portance of America in the world capital
markets.

March 5

Mr. McCLORY. Did not the private
experts who testified before your com-
mittee take a different position than
that?

Mr. ULLMAR. Those who testified
before our comraittce—and I know the
subject hus been raised before—those
who opposed this tax had & financial
and an economic stake in the outcome
of this proposal because they were en-
gaged in the forelgn investment busi-
ness. We respect their opinion; we call
for it when we have hearings, but we
must weigh the opinion and the evidence
on the basis of the economie interests of
those who are giving the evidence. Those
who were unbiased and ready to faceup
to the problem of the outflow of gold
from the point of view of the public in-
terest ard no: their special interest
favored tne tax. .

Mr. McCLORY. Will the gentleman
yield for one more question?

Mr. ULLMAN. Yes, I yield.

Mr. McCLORY. It seems to me from
examining part of the testimony at
least—and I happen to know some of the
individusls who testified—that enact-
ment of this bill will cause other nations
of the world to lose confidence in the
dollar, which is the most important thing
in our gold position.

Mr. ULLMAN. My opinion is abso-
lutely the contrary to that.

Mr. MILLS. Mr. Chairman, will the
gentleman yield to me?

Mr. ULLMAN. I yield to my distin-
guished chairman.

Mr. MILLS. Iam sure the gentleman
from Oregon ‘was about to say that just
the reverse is the case. If we continue
on without addressing ourselves at every
opportunity te some solution of this im-
balance in dollar payments, that is what
is going to give rise to lack of confidence
in the American dollar. It is not some-
thing wa do in the i{nterests of protecting
the value of that dollar that is going to
give rise to any lack of confidence in it.

Mr. ULLMAN. The gentleman is ab-
solutely correct. In my opinion, if we
do notaing, and the gold outflow In-
creases. that will jeopardize the Ameri-
can dollar more than anything else.

Mr. McCLORY. My feeling Is that if
we acknowledge a need for this legisla-
tion ard this regulation as was brought
out by the gentleman from Missouri, this
in itseif causes these other nations to
jose tr.e corfidence which Is the vital
part of retaining our gold position.

Mr. ULLMAN. In my opinion, if we
do not face up to this critical problem
of the outfiow of gold, then we will have
more trouble holding confidence around
the world and the dollar will be In
trouble. Tre only way we can preserve
and protect the dollar is to face up to
the issue, whieh is what we are trying
to do in this legislation befgre us here.
I wotld rather not vield ény further
until T can examine a little bit further
this question of the elimination of
stocks from the bill.

The CHAIRMAN. The time of the
gentleman from Oregon has expired.

Mr. MILLS. Mr. Chairman, I yield
the gentleman an additional 5 minutes.
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Mr. ULLMAN. Ithank the chairman.

The interest equalization tax must
apply both to stocks and bonds in order
to be effective. If it were to be applied
only to stocks, serious distortions would
arise. Strong incentives to shift from
bond to stock transactions would oper-
ate on both sides of the market—in the
case of foreign borrowers and in the
case of American investors. For many
foreign borrowers, the issuance of stocks
or bonds for sale in this country would
be close alternatives. Instead of reduc-
ing their current borrowing in this coun-
try, they could simply choose to raise
capital here through untaxed stock
issues.

On the other side of the market, the
reaction of American investors to the
taxation of foreign bonds, but not stocks,
is equally predictable. The portfolios of
many American institutional investors
are extensively diversified and respon-
sive to differential earning prospects.
They would not fail to be alert to the
opportunity—if it were available—to ex-
pand their purchasing of tax-free foreign
stocks and to that extent lessen their
purchases of taxable foreign bonds.

Thus, with foreign bonds taxed, and
foreign stocks untaxed, strong market
forces would develop both here and
abroad to encourage the increased sale
by foreigners, and purchase by Ameri-
cans, of foreign stocks in preference to
foreign bonds, This would cut sharply
into the savings expected from this meas-

- ure.

1f the interest equalization tax leaves
out stocks, this will present foreign bor-
rowers with what amounts to an opell
invitation to convert new or outstanding
bonds to stock issues—simply to get
around the tax and the inereased cosb
of borrowing it represents. There are a
variety of techniques by which foreign
stock issues could be used to achieve the
financing results now achieved by bonhds.
Financial ingenuity would discover new
ways to blur the sharp line between debt

and equity instruments and escape the.

effects of the tax. We cannot settle for
o halfway measure. It simply will not
work. ’

Those who think it is unnecessary to
include stocks in this legislation may
argue that net purchases of new and
outstanding foreign stocks by Americans
are not large and that not much will be
lost. They are likely to vefer to “he out-
flow of some $100 million in 1962 and $50
million in the first half of 1963, rather
than the $370 million in 1961. This fails
to recognize that in 1962 and early 1963
net sales of Canadian stocks occurred in-
stead of the regular purchases that are
normally to be expected. But this ap-
pears to have been a temporary phe-
nomenon attributable to a change in the
Revenue Act of 1962—ending the prac-
tice by which purchase of Canadian mu-
tual fund shares could convert earnings
into capital gains for Americans—and
the retirement of the stocks of private
Quebec utilities, some of which were held
by Americans.

The Treasury Department has sug-
gested that in the absence of special in-
fluences, a net outflow of as much as
$350 million or more into foreign stocks

would be a reasonable estimate of pro-
spective volume in future yeaxs.

This is simply a forecast of possible
developments on the basis of past trends
and the rapidly developing familiarity
of American investors with foreign secu-
rities. - It makes no allowance whatso-
ever for the extensive shifting into stock
that would surely result from a decision
fo tax purchases of foreign bonds, but
not foreign stocks. The Treasury has
estimated that when all the relevant
factors are considered, failure to tax
stocks could easily involve the sacrifice of
balance-of-payments gains as large as
$500 to $600 million a year.

We see then that the amounts involved
are by no means insignificant. The ex-
clusion of stocks would be a special and
costly concession not justified by any
economic logic. It would be an undesir=
able step.

What we are doing here is making &
real dent in our outflow problem. We
did it as of last year when this bill was
introduced, because the effects of the
legislation were felt immediately. You
can look at the results from thie day the
legislation was introduced. It has been
extremely helpful to date. We can only
continue that effectiveness, however, by
taking positive action on this bill today.

In my opinion it would be catastrophic
were we to vote down this legislation. It
would have a tremendous . impact upon
our outflow of gold and wotuld be ex-
tremely dangerous to the American dol-
lar. I cannotemphasize strongly enough
the importance to the future of the

 American economy of the adoption of

this sound program. It will, within the
limits of the principles and concepts of
the free enterprise sys1\:em of this coun-
try give us what we need in the foreign
investment field to stop the outflow of
gold. I think it is a souhd concept, a
good one, and 1 certainly urge my col-
leagues in the House to vote for this bill
as reported by the Committee on wWays
and Means.

Mr. PEPPER. Mr. Chairman, will the
gentleman yield?

Mr. ULLMAN.
man from Florida.

Mr. PEPPER. Mr. Chairman, I should
like to address a question, if I may, to
the distinguished chairman of the Com-
mittee on Ways and Means.

Mr. ULLMAN. I yield to the gentle-
man for that purpose.

Mr. PEPPER. Mr. Chairman, I thahk
the gentleman. This measure before us
today is in response to the need to meet
the problem of the balance-cf-payments
deficit of our country?

My, MILLS. That is correct.

Mr, PEPPER. Is one of the contrib-
uting factors to the balance-of -payments
deficit of our country the tourist deficit
that we have, namely, the amount of
money that Americans spend abroad in
excess of the amount of money that peo-
ple from abroad spend in the United
States?

Mr. MILLS. That is a factor, yes.

Mr. PEPPER. If we could induce
more Americans to travel in the United
States and see America and induce more
people from abroad to come and see and
know America, would that contribute

T yield to the gentle-
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materially to the diminution of our bal-
ance-of-payments deficit?

Mr. MILLS. It would; and I would"’
suggest that if they stopped in Miami on
their way, it would be a great help.

Mr. PEPPER. In view of the very
generous statement of the able chairman,
1 hope that before they return they will
visit and become acquainted with the
beauties of the State of Arkansas.

Mr. MILLS. I thank the gentleman.

Mr. ULLMAN. Mr, Chairman, I
would like to say to the gentleman from
Tlorida that this House recently passed
a resolution that I introduced to desig~
nate this year as “See America Year.”

Myr. PEPPER. Mr. Chairman, if the
able gentleman from Oregon will yield
further, I wish warmly to commend the
distinguished gentleman from Oregon
for what he has contributed toward the
reduction of the balance-of-payments
deficit by encouraging Americans to see
this wonderful country of ours, and one _
of the most beautiful parts of it is his
own State of Oregon.

Mr. ULLMAN, I thank the gentle-
man.

Mr. MILLS. Mr. Chairman, will the
gentleman yield?

Mr. ULLMAN.,
man.

Mr. MILLS. Mr, Chairman, I want to
congratulate the gentleman for the very
diligent study, and the effort he has
made during the time he has been a
member of the Committee on Ways and
Means to support measures and to help
develop measures that in his opinion
would obviate the necessity of increasing
the interest rates. I know how strongly
he feels on that subject. I commend him
for the efforts he has put forth in behalf
of those objectives. '

1 yield to the chair-

Mr. N. Mr. Chairman, I thank
the gentleman. i
Mr. BYRNES of Wisconsin. 1 Mr.

Chairman, I yield 5 minutes to the gen-
tleman from Michigan [Mr. Knoxl.

(Mr. KNOX asked and was given per-
mission to revise and extend his Te-
marks.)

Mr. KNOX. Mr. Chairman, I rise to-
day with considerable misgivings over
the legislation before the House, HR.
8000. I must admit I find myself in
somewhat of a quandry. This results
from the claims advanced by the admin-
istration and the committee majority
that this bill results in a net improve-
ment in our balance-of-payments posi-
tion of some $1.25 to $1.5 billion an-
nually based on the rate of the first 6
months of last year. In addition it is
estimated that the bill will raise reve-
nues by up to $30 million & year—not a
fantastic amount in these days of $100
billion budgets, but significant, nonethe-
less.

Certainly there can be nho disputing
the fact that our balance-of-payments
position is precarious and badly in need
of remedial measures. And certainly
the objective of this bill, that is to stem
the tide of gold flowing from our shores,
1s worthy of careful consideration. Yet

« through examination of the form this
effort is taking in HR. 8000, and
thoughtful cohsideration of the longrun
effects this bill weuld have, soon leads
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one fo the grave misgivings which I
mentioned earller.

Make no mistake about it, we have
much to do to correct our imbalance of
bayments. However, upon reflection It
is clear that H.R. 8000 attacks only the
symptoms of that illness and leaves the
root causes unchanged and unchecked.
As & matter of fact, this bill may in-
crease rather than decrease our balance-
of-payments deficlt over the long run
through jeopardizing the dividend and
interest return on investments abroad,
and reducing the amount of repayment
of obligations from abroad that cur-
rently help to bolster the plus side of our
balance-of-payments accounts. 'Treas-
ury Secretary Dillon admitted this fact
and cited it as the reason to make the
tax “temporary” with an expliration date
of December 31, 1965. Yet one only has
to look to our experience with the so-
called “temporary” wartime excise taxes
to see how “untemporary” these “tem-
borary” taxes can become. Year after
year we have extended these taxes long
after the reason for thelr enactment had
passed In spite of clear-cut evidence,
especially in the case of automotive ex-
cises, of their adverse economic impact.
Yet today we are about to set another
of thesa “temporary” taxes In motion.
Have we any assurance that come De-
cember 1965 we will not be asked to ex-
tend them from year to year?

Further misglvings arise because of the
internal inconsistencies and implecations
of HR. 8000. To begin with, it estab-
lishes a confusing pattern of exemptions
that can only be reconciled when one
realizes that the thrust of H.R. 8000 is
not to equalize interest rates nor to tax,
but to funnel capital transactions into
channels where the Treasury and the
President can control them through
threats of removing exemptions if the
borrowers and lenders do not cooperate
with administration policies, Thus the
main thrust of the exemptions pattern
is to channel capital transactions Into
the commerecial bank category which is
exempt from the tax at present. A psy-
chological club could then be used to
cantrol the volume and pattern of these
transactions.

There is the further problem of the
blanket exemption granted by implica-
tion to Canada for the purposes of “in-
ternational monetary stabllity.” Ap-
proximately half of the new issues of
foreign securities purchases by U.S. resi-
dents originated in Canada. It seems
somehow inconsistent that we should be
providing & special privilege of access to
U.S. money markets to Canada at 8 time
when she is placing embargoes on U.S.
automotive parts, magazines, and mahy
other trade categories in an attempt {o
freeze us out of her markets. In the
automotive category alone this will jeop-
ardize over $300 million a year of our
exports and threaten many jobs in the
United States and may well force U.S.
auto and auto parts manufacturers to
transfer a substantial portion of their
operations to Canada or forego this mar-
ket. Yet we still have no assurance that
the exemption to be granted Canada will
in any way be contingent on working out
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Eny more satisfactory trade agreements
vith her.

Mr. Chalrman, in relation to the legis-
lation which is now pending before the
committee, throughout the hearings I
interrogated the Becretary of the Treas-
ury end also some of his assistants rela-
tive to the agrcement which had been
reached with Canada whereby the Presi-
dent would immediately issue a walver of
this legislation as it applied to Canada
in its acquiring funds through our finan-
cial markets. The reason I have raised
this guestion is because when we were
discussing this legislation Caneda set up
an embargo on automotive parts which
were being exported into Canada. This
meant a reduction in our exports in the
amount of $300 million & year.

Mr. Chalrman, the justification for the
President assuring the Canadian Gov-
ernment that he would not apply the
Provisions of this bill to Canada ig some-
thing for which I cannot see any justifi-
cation whatsogver. ‘This $300 million
worth of automotive parts that were
going into Canada represented, roughly,
according to the Treasury Department,
approximately 400 jobs In the United
States. So, we are willing to export our
dollars and also to expert cur jobs in
order to satisfy the Canadian Govern-
ment in their determination that there
is zoing to be nothing in this legislation
which will hamper them in the expansion
of their own Industry.

Mr. Chairman, there is not any gues-
tion in my own mind that if this legis-
lation passes with that waiver, which
the President of the United States has
granted to Canads, they will come into
our money markets, borrow our money,
and expand their plant facllities as far
as automotive parts are concerned and,
in turn, will send those asutomotive parts,
which they are manufacturing, into our
chrnnels of export that we have today as
far as automotive parts are cencerned,

Mr. Chairman, in all fairness to the
American people I believe if they are
going to be calied upen to-finance the
operation of foreign countries they
should not have to export their Jobs in
order to do it. This is actuaily what this
legislation will do, with the promise of
the President of the United States. We
will be exporting jobs from this country
into Canada, plus the furnishing of f-
narcial means with which they can ex-
pand their own economy. In my opinion
this will bring about disaster to a cer-
tain segment of our own working force
here in the United States.

Mr. Chairman, it certainly is my hope
that when the members of the Committee
take everything into consideration that
is Involved in this legislation, the House
will vote it down and not enact legis-
lation which will be contrary to what it
s projected to be.

Mr. Chairman, we all realize that the
imbalance of payments is a serious ques-
tion. Hewever, I do not believe this is
the manner in which we can get to it.

There can be no doubt that H.R. 8600
will not solve our balance-of-payments
problem. Like other steps taken in the
last year or so by the administration, it
Is & “glmmick” deslgned to buy time.
One certainly must admire the imagina-

Mareh 5

tion end Inzenulty shown by the Treas-
ury ir. the serles of transactions outlined
in the minority views on page 80. These
involved the requests to Western Euro-
bean nations to anticipate payment of
their debt obligations and pay in ad-
vance for military supplies burchased
here and the subsequent special hor-
rowings abroad by the Treasury. All
these made the balance sheet look bet-
ter, but like H.R. 8000 they do not at-
tack the roos causes of the problem. They
have given us a little more time. HR.
8000 also gives us a litle more time. But
it makes it doubly imperative that we
take sieps now to get at the underlying
problems, especially the volume of gov-
ernmeatal exjenditures overseas, As I
mentioned earlier, HR. 8000 will have a
substa atial adverse effect In the long run.
This.coupled with the potentially adverse
impsact on our commercial trade balances
of the tax roduction bill further reduce
the tirie available to us to correct our
balanc:-of-payments problem. We
should recoimize also that H.R. 8000,
while ziving us added time, may well
make the tack of ultimate solution more
difficult through Jeopardizing the private
investnient sector of the accounts.

In conclusion, Mr, Chalrman, while
I heartily agree that there is a need to
make corrections in our balance-of-pay-
ments position of even greater magnitude
than pioposed in A.R. 8000, I cannot sup-
port a measure which is so vaguely as-
sured o temporary success and so certain
of long term adverse impact. This is not
a time Yor more “gimmicks.” It is a time
for realistic reappraisal aimed at basic
solutior. of the problem. I urge my col-
leagues to vota against H.R. 8000.

Mr. B of Wisconsin. Mr.
Chairman, I yield 5 minutes to the gen-
tleman from Texas [Mr. ALGER].

(Mr. ALGER asked and was given per-
mission to ravise and extend his re-
marks.)

Mr. ALGER. Mr. Chairman, T am
happy to take part in a debate where I
feel onc2 again the members of the Com-
mittee on Ways and Means will en-
deavor to give a well-rounded viewpoint
on this legisle:tion.

I would lika to relate my views pri-
marily to the minority report that will
be found on page 76 of the report ac-
companving the bill. I gm impressed,
Mr. Chairman, by the fact we are really
considering twg conflicting matters and
blending them together.

On one hand, we eall this program
tempora>y, yet all of us know in our
hearts that this will become permanent.
There & nothing more bermanent in
Government than a temporary program.
Therefore I shall relate my remarks on
the assumption that this will be a per-
manent program because I cannot be-
lieve, from my 10 years here, this is
going to be temporary.

There is the danger of using this ex-
pedient soluticn, even though it is al-
leged that it may do a little short range
good, there wiil be greater overall long
range dangers. That will throw out a
smoke screen Lo hinder a correct solu-
tion of the problem.

I woulc like to touch on several of the
conslderations which I believe to be the
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correct solution. First I want to quote
from page 76 of the report this state-
ment that I belleve 18 correct:

Even the Secretary of the Treasury was
forced ‘to admit that the long-term effect
of this legislation will be adverse to. our
balance of payments. In fact, this was clted
as the reason for making  the leglslation
“temporary”.

i

Tt strikes me, Mr. Chairman, as we
would do something about balance of
payments or rather the imbalance of
payments and the gold outflow within
that solution, the fact must not be de-
nied that when we invest money we
make money. It takes money to make
monhey. When we invest overseas there
_ is a flow of cash returning to this coun-

try which in the long run helps correct
the imbalance of payments. That is
diametrically opposed to the argument
presented to us in connection with this
pending legislation.

T ask you to remember that one of our
great strengths has peen our free capital

market. I do not agree with those who-

think we. will solve this problem on &
temporary basis by hamstringing even to
a limited extent the free money market.

What are the problems we have facing
us? As I see it, they are very plainly
stated on page 81 of the report:

Instead of compromising our position of
financial léadership of the free world by
curtailing private outfiow of capital, we
should reappraise our governmental ex-
penditures abroad. Governmental expen-
ditures should be reduced before private
investment.

~ In other words, Mr. Chairman, our

problem is the £ act that we have not been
giving money away abroad. We have
been giving it away to the extent of over
$100 billion since World War IL. Lots
of this was necessary, of course, as we
helped shore up the economy of others
and the defense of the world. But we
have been giving money away, and it is
high time we stopped this form of gold
outflow. The gold outflow follows our
giving it away.

Second, our trade in this world is not
reciprocal. The foreign nations are not
matching our tariff cuts. If they would
we would see a finer balance of payments
than we are now seeing. -

T would like to conclude with two quo-
tations from the report. On page 82:

The tax rate reductions in the proposed
Revenue Act of 1963 are relied upon to bring
about o substantial Increase in consumer
purchasing power in the United States. Such
an increase will inevitably result in a cor-
responding increase in merchandising im-
ports. Tax reduction will produce no off-
setting increase in merchandise exports. As
a net result, the U.S. commercial trade bal-
ance may be reduced.

Tn other words, a further imbalance of
payments and increased gold outflow.

To counteract this effect it is necessary to
encourage investment abroad, with the ac-
companying increased return on such in-
vestment. This bill is a backward step to-
ward the solution of the problem. Instead,
we should be striving to increase U.5. owner-
ship of forelgn income-producing assets.

In other words, the answer js just the
reverse of the action we are taking today.

Finally, let me quote the concluding
paragraph of the report:

No. 40——11

_pended for both
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-Tf the United States 1s to malntain 1ts
position as jeader of the free world in the
cold war with the Communist bloc, and par-
ticularly in the economic confrontation, we
must maintain our position as the financial
leader of the free world. That position can
be maintained only so lohg as we provide a
free capital market. Our position of leader-
ship - imposes upon. us that burden., In-
deed, to be banker to the world 1s & profitable
occupation. This bill would seek to destroy
that position. It reflects a “defeatlst” at-
titude which we cannot accept.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield 10 minutes to the gentle-
man from New York [Mr, DEROUNIAN 1.

Mr. DEROUNIAN. Mr. Chairman, the
purpose of H.R. 8000, as discussed here
today, is to restrict the flow of U.8. in-
vestment capital abroad in orcer to al-
leviate our unfavorable pbalance of pay-
ments. While no one could be naive
enough to claim that our balance-of-pay-
ments problem was not serious, one can
question the need for, and the purpose
of, this particular legislation.

This legislation has been labeled as
“temporary” by 1its advocates. It has
often been sald that nothing about Gov-
ernment 1s temporary. If we stop to
analyze this statement it contains a lot
of truth. About the only thing in Gov-
ernment which is temporary is the men
who run it.

We have only to consider the Korean
war tax rates as & good example of a
so-called temporary measure. These
tax increases were enacted at the time
of the Korean war to raise temporary
revenues to relieve the financial strain
on the Government necessitated by our
military mobilization. Some 10 years
jater we are still annually extending
these taxes. The Government has come
to rely on their revenues and there is
little doubt but what they will be around
for several years to come. This is mevely
one example of what is meant when we
talk about “temporary”’ legislation. I
am sure my colleagues can think of many
others.

When we consider this bill, let us con-
gider it with our eyes open. This so-
called femporary tax could and in all
probability will become permeanent. Let
us profit from our experience with other
temporary measures. It is very difficult
to undo that which has been done.

This legislation deals only with the
symptoms- and will not—under any
stretch of the imagination—remedy our
balance-of-payments problem. While it
might reflect some slight improvement
over the short run, there is no doubt in
my mind but what it will not bring any
lasting relief. For this reason it is il-
lusory. It can create the false sense
that we have finally come to grips with
a problem which has troubled not only
this administration—but prior adminis-~
trations.

The real problem in our unfavorable
balance of payments, as we all know, has
been the rate of Federal expenditures
overseas. While tourists traveling
abroad spend U.S. dollars and while U.S.
investors do likewise, the greater sum in
our imbalances are those amounts ex-
military and financial
aid in other countries of the world.

While I do not advocate that we termi-

“investment abroad.
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nate our forelgn aid program, I do main-
tain that it is time that we started budg-
eting our foreign aid dollars.

This Congress, in the session just com-
pleted, made a serious attempt to cut
back on foreign aid expenditures. How-
ever, after these cuts were made and the
bill enacted into law, the administration
made public the fact that due to flexi-
bility in carryover new obligational au-
thority they would be able to spend the
same amount of money this fiscal year as
they did in the past fiscal year. In other
words, these hidden funds, brought to
light only after passage of the aid bill,
will in fact negate to a large extent any
economies this Congress attempted to
impose on our aid program.

Since World War II we have spent in
the neighborhood of $100 billion in aid
to other countries of the world. Yet,
at the same time—acecording to our Pres-
dent—there is a need to declare war on
poverty here at home. We cannot hope
to cure our balance-of-payments prob-
jem—and satisfy the needs of our own
people—if we continue to make expendi~
tures of the magnitude that we have been
making in the area of foreign aid.

This legislation is not the first attempt
by this administration to sweep our
balance-of -payments problem under the
rug. The administration has been en-
couraging Western European nations to
prepay their debt obligations to the
United States and to bay in advance for
military supplies. In addition, the
Treasury has borrowed funds abroad
which, at the option of the lenders, are
rephyable at a fixed rate of exchange in
a foreign currency. These schemes have
been resorted to, to bring about an im-
provement in our balance of payments
“on paper.” But, that is all it is, an
jmprovement on paper.

Over the long run, this legislation will
adversely affect our balance of payments.
Over the long run we benefit from U.S.
The return on in-
vestment once repatriated in the form of
interest or dividends acts favorably on
our balance. We are being asked to give
up this long-term benefit to realize 2
short-term “fictional” improvement in
our balance of payments.

In addition, we are being asked to turn
our backs on what is happening in the
world around us. As the other countries
of the world become more heavily indus-
trialized they are imposing restrictions
on imports. This has necessitated U.S.
investment overseas in order to main-
tain and expand the markets for U.S.
products.

Further, H.R. 8000 is objectionable be-
cause of the manner in which it was im-
posed. The late President Kennedy, in
his balance-of-payments message of July
18, 1963, proposed this tax and further
proposed that it be retroactive as of that
date., This means that while the bill
may not become law until late this
spring—if it becomes law at all—our for-
eign capital market has come to a vir-
tual standstill. Any desired effect which
the administration has hoped to achieve
by this bill is being achieved by the delay
in enactment—and not by enactment.

At the time it was proposed, the com-
mittee was involved in the long delibera-
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tions requisite to writing a tax bill. It
was evident at that time that your com-
mittee was giving priority to the tax bill,
H.R. 8363, and that no other new legis-
lation would be considered. Nonethe-
less, the interest equalization tax was
Droposed. Since that time, U.S. investors
have been plagued with the indefinite-
ness and uncertainty of thisg proposed
retroactive tax.

The administration has been success-
ful in curbing foreign capital investment
by U.S. investors by this threat—g threat
imposed not by legislative action, but by
Executive decree. This is why the ad-
ministration has not pushed for its early
enactment. This is why Secretary Dil-
lon told the Senate Finance Committee
that he would not ask them to interrupt
their hearings on the tax bill to con-
sider H.R. 8000,

As the bill finally evolved from your
committee, it exempts more transactions
than it attempts to tax. It exempts di-
rect investments, short-term foreign
loans and long-term foreign bank loans.
In addition. by Presidentia] authority,
Canadian transactions have been ex-
empted. While those exempted might
tend to feel safe, this bill can serve as
a club for the administration to use to
compel even those exempted to fall into
line. If they fail to see the handwrit-
ing on the wall and do not restrict their
operations, the administration will pro-
pose another retroactive hill to remove
the exemptions.

Secretary Dillon, in his prepared state-
ment before your committee, stated:

Other Industrializeq countries, to support
thelr own rapid growth, should develop their
own capltal market facilities for mobllizing
and distributing thelr own domestic savings,

I am sure my colleagues from the New
York greater metropolitan area in par-
ticular will want to consider carefully
the import of this statement,

Could 1t mean that New York City will
lose its position as the financial capita}
of the world? My colleagues on the other
side would probably answer, of course
not. However, the Secretary of the
Treasury is not quite sure himself.
When I asked him the same guestion
during the hearings on this bill, he an-
swered: “I hope it will not have any such
effect.” I need not point out to my col-
leagues that hoping is like wishing—it
does not necessarily make something
true.

As a New Yorker, I have always been
proud of our fair eity and its position in
the financial world. I do not want to see
New York become g second- or third-rate
finaneial community in the eyes of the
rest of the free world.

Under this bill, are we not saying,
sorry boys. but take your business else-
where. Would we not be praecticing a
form of “financial segregation.” If the
color of your transaction happens to be
wrong and, therefore, not covered by an
exemption, you will be turned away.

The United States has long been rec-
opnized as the capital market of the free
world. We are now being asked to abdi-
cate this position, and in turn we are
asking the other nations of the free
world to estsblish independent capital
markets. This is beine done merely to
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‘mprove “‘on paper” our balance-of-pay.
ments problem, and in avoidance of solu-
tions which will bring about & real im-
provement. I serfously question the de-
sirability of forsaking our role &s 8 prom-
-nent world banker at g time when we
are involved in a life struggle with the
Communist menace.

If I were a trade protectionist I could
‘ote for this bill without any trouble
whatsoever. However, I have always
teen for freer trade, with true reciproc-~
fty. Let us not be fooled, this s a pro-
toctionist measure, in conflict with the
administration’s forefen trade program.

Mr. Chairman, strongly urge the de-
f-at of this legislation.

Mr. BYRNES of Wisconsin. Mr.
Chairman, Tyield 5 minutes to the gen-
tieman from Illinols I'MY. CoLrier].

{Mr. COLLIER asked and was given
permission to revise and extend his re-
marks.)

Mr. COLLIER. Mr. Chairman, I am
in the somewhat uncomfortable position
of being one of twa members on the Re-
publican side of the commilittee support-
ing the legislation before us today. I
do so because there is no question in my
mind that we must take some positive
and deflnite steps at this time to curb
the flow of U.S. gold abroad.

When one stops to consider that on
March 3, 1863, our gold
$15.920 billion while on . ,
they had shrunk to $15,460 billion, the
problem is obvioys,

In supporting this legislation I cer-
tainly am not under any impression that
this will solve the serlous problem of our
balance of payments. Instead, I would
admit that this i merely a step in the
direction we must take if we are to realis-
tically face up to the problem before us,

It would be sheer folly, however, to
assume that enactment of this bill with-
out a reevaluation of our forelgn spend-
ing policies wilf serve any good purpose.
Unless we implement the legislation with
a4 reappraisal of our forefgn spending,
bariicularly in the area of getting some
of cur allies to share in the cost of the
common defense of the free world, we
may find that the net result of the leg-
islation will merely be a “fyspeck ™ effect
upon our gold reserve problem.

In the course of the dellberations on
this legislation the exemptions which
were made vastly improved the biil.

I am not prepared to believe, as do
som« of my good colleagues with whom
I usually anree, that this will necessarily
become a permanent brogram. Certaln-
ly after we have lived with it for 2 years,
assuming that the bill is enacted into
law, we shall have an opportunity to re-
view its effect. I am prepared to believe
that if i does not in some degree achieve
the purpose for which it has been brought
before the House today, Congress in {ts
wisdom will not extend the program.

In summarizing my point of view on
this, I repeat that we must tuke some
positive action. Certainly, we cannot
turn our backs on the fact that this gold
reserve problem is a eritical one. We
have seen our gold reserves shrink from
approximately $26 bilion in 1946 to the
breseat alllime low of less than $151;
billion. Hence, we must face up tp the

March 5

problem. The degree to which we will
solve it by =nactment of this legislation is
to scme extent problematical, but I am
conv.nced we must take this first step.
I believe this should be the first step in
the right direction.

I reiterate that we should implement
the lzgislation today with an agonizing
reappraisal of our foreign spending pro-
grams and policies and the effect they
have had in recent years in creating the
critical situation in which we find our-
selves today,

Mr BYRNES of Wisconsin. M.
Chairman, I yield 10 minutes to the gen-
tleman from New York [Mr. Reip).

t{Mr. REID of New York asked and was
given permission to revise and extend his
remaiks.)

Mr. REID of New York. Mr. Chair-
man, all of us, as Members of the Con-
gress, are from time to time faced with
difficult deeisions, We vote on bills that
We may not think are entirely perfect,
but I submit today that as my distin-
guished colleague from Missouri [Tom
CunTIc] has pointed out, this is a unique
bill; tas is a dangerous bill. In my
judgment, we should look at this legis-
lation today very, very carefully.

Now all o7 us who have had some it~
tle familiarity with our balance-of-pay-
ments oroblem recognizes that it is seri-
ous and that it exists and that we need
to do something about it. The question
here 1s not whether we have a balance-
of-payraents problems but whether this
measurz will in faet provide the remedy,
or whether in fact it will provide merely
short-term benefits, benefits that are rel-
atively modest against very substantial
risks.

The ligures, as many of the Members,
I am sure, realize who have studied this
more closely than I, are hardly firm.

Secresary Dillon has said and I quote
from pagze 112 of the hearings:

This is something that you could not esti-
mate firtaly at all because, as I pointed out
in my staternent, it depends on what hap-
pens in capital markets abroad, what hap-
pPens In our own capital markets, and on the
needs and desires of these foreign countries
for new capital,

Thererore, what we are dealing with
today are essentially estimates,

Now, 1 would like to point out the dan-
gers that I believe are inherent in this
legislaticn.

First of all, it is a restraint on the
free market. We have long believed in
this country in the free enterprise sys-
tem, and I think we should risk the free
enterprise system with very great cau-
tion. This, in fact, is a new protective
tariff on capital transactions; it is eco-
nomic isolatiordsm: it is risking a pre-
clous national asset, our free market
and our free onterprise system. More
than this, it affects the confidence of
our markets ard the stability and value
and confidence in our dollar. On top
of this—Jlet us make no mistake about
it—it could invite counterrestraints in
other countries.

To undarscorz this point, if I may, let
me menton just two figures which I
believe ale relatively accurate. One is
that the US. investments and assets
abroad toial roughly $80 billion, and for-
eign investments and assets in this coun-
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try fotal approximately $47 billion. In
both cases it seems to me that these are
substantial and not small figures.

Now, what will this bill do? I have
heard various estimates. I have heard
no one put on the line categorically what
they think this bill will do. I have
heard estimates ranging from an ahnual
improvement of our balance of payments
from $200 million to $500 million, and
I believe the Treasury Department even
indicated it might represent a short-
term improvement of $1 billion. There
is, however, distinguished testimony that
indicates it may only represent an im-
provement in the area of $200 million to
$500 million.

For this amount, or for whatever this
figure is, do we seriously want to risk
our free enterprise system and our mar-
ket; $80 billion of U.S. investments
abroad and $47 billion of investments of
foreigners here?

Now, what cotld happen in terms of
New York? New York has been men-
tioned in this debate. Certainly I believe
all of us can recoghlze that there is a
possibility of a shift of our capital mar-
kets from New York, from the United
States, to Europe.
guished men in the financial community
who believe that the Europeans, if the
capital markets moved there, would be
unable to finance some of the new equity
and debt issues, and that they would
have to call on U.S. dollars; and that if
you carry this out one step further, it
could lead to an embargo by this coun-
try on the dollar to prevent a run on
gold. So, in my judgment, it is running
a very serious risk with our market and
the possibility of a shift overseas.

The distinguished chairman of the
Committee on Ways and Means has
ralsed the question, Are there other
alternatives? He has said clearly, aid
T think forcefully, that we have a prob-
lem, and that we must meet it. I would
agree with that. The question, how-
ever is, Are there any other alternatives
to the bill? Have we really examined
with all the care and prudence and time
that we should, whether there are alter-
natives before we act here today?

In my judement there are several
alternatives. One is a voluntary com-
mittee, for voluntary action. I would
like to read briefly from a letter from a
man who I think is distinguished and
knowledgeable in this field. He sald this
to me in a letter:

Following World War I, when this country
first became an Important factor in foreign
lending, it was the custom not to make for-
elgn loans without prior informal clearance
with the State Department. It seems to me
that something of this sort might well meet
the requirements of the present situation,
without some of the apparent disadvantages
in the administration’s present proposal. If,
for example, legislation required the clear-
ance of foreign loans with the State Depart-
ment and the Treasury, our national polit-
jcal and financial interests should be ade-
quately protected.

There is one other suggestion that I
would call to the attention of the Mem-
bers of the House. It comes from a local
newspaper for which I have high regard,
the New York Times. It refers, in an
editorial of March 4 entitled “Turning

Also there are distin-

on the Tap,” to the possibility of a capi-
tal issues committee. Let me give you
just a few sentences from this editorial
from the New York Times. If says this:

But we belleve that the best way to get
rid of the uncertainty and to turn on the
tap 1s not through enactment of the tax but
through & Capital Issues Commiftee. Mr.
Johnson could establish such a commitite
by Executlve order, to approve or reject new
foreign issues. This would be a much sim-
pler and more direct way of dealing with the
problem. Instead of posting a tariff on capi-
tal, the Committee could decide just how
much of an outflow 1s sustainable and let
the market do the rest.

I do not propose, out of my ighorance,
to suggest all of the various alternatives

- that are possible. I merely would sug-

gest a few. I would suggest that dis-
tinguished Americans who are knowl-
edgeable, who have had real experience,
who have had experience in several wars
and in peace believe there are alterna-
tives.

Finally, two other points on this bill.
The danger is, it seems to me, that this
could lead to further controls, to further

restrictions. It might be that the Treas-.

ury would find that it could nct contain
the balance-of-payments problem. It
might be that it would come back to this
House and ask once again for reenact-
ment or continuance of this legislation.
This immediately will raise—and I think
it has already raised in New York—the
question of how long is this legislation
going to be on the book? The market
does not know. The confidence of the
market has been shaken., Indeed, the
confidence of the market in Japan has
been shaken.

Mr. Chairman, finally, this point. I
believe we are the leader of the free
world. However, if we are to continue
to be the leader of the free world and
if we are to have a strong bipartisan
foreign policy, we must be strong eco-
nomically in our free enterprise system,
and we must be solvent. In order to
move ahead we must maintsin In my
opinion a free market. If we do not
maintain a free market, if we restrict our
free market, if we have a shift of our
free market, then the Soviet will have
gained a goal that they have long sought:
the weakening of our economic system.
This could represent a signal victory for
their belief that our system cannot bre-
vail.

The CHAIRMAN, The time of the
gentleman from New York has expired.

Mr. BYRNES of Wisconsin, Mr.
Chairman, I yield the gentleman 2 ad-
ditional minutes.

Mr. REID of New York. Therefore, I
believe we should very carefully consider
what we are proposing to do here,

Mr. Chairman, this legislation carries
implications to our flnancial commuity,
it has implications to our entire econ-
omy, it has implications with regard to
our entire free enterprise system, and
it has very serious implications to our
foerign policy and the strength of the
United States. If we are to remain
strong we must have a sound, free econ-
omy to back a strong bipartisan foreign
policy—that will be effective and mean-
ingful—because it is respected.
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Mr. HORTON. Mr. Chairman, will the
gentleman yield? ’

Mr. REID of New York. I would be
happy to yield.to the gentleman from
New York.

Mr. HORTON. Mr. Chairman, I rise
in opposition to this bill. I take this op-.
portunity to compliment the gentleman
from New York for his very fine presen-
tation of the difficulties that are involved
in this bill. I wish to compliment the
gentleman for his underscoring the need
for this country to protect the free enter-
prise system and for setting forth al-
ternatives that are possible to solve the
balance-of-payments problem.

I believe the gentleman has very suc-
cinetly presented to the members of the
Committee the problems that the passage
of this bill would bring about and for
pointing out the dangers that we should
avoid by voting against this bill.

Mr, Chairman, I wish to anounce that
I shall support a motion to recommit this
measure to the Committee on Ways and
Means.

It is not necessary for me fo to re-
peat the convincing arguments against
enactment of this levy which have been
presented by the distinguished gentle-
man from Wisconsin [Mr. ByrNEs] since
T concur completely with their content.
However, I do want to call the atten-
tion of my colleagues to a pertinent ques-
tion that a prominent Rochester, N.Y.,
businessman and my constituent has
raised.

Mr. Richard L. Turner, chairman of
‘the board of the Schlegel Manufacturing
Co., recently emphasized to me the great
importance small businessmen attach to
expanding their operations in foreign
commerce. He reasons, and I feel cor-
rectly so, that certain provisions of H.R.
8000 would restrict such beneficial ex-
pansion on a basis that is especially in-
equitable to small business.

I would like to include with my re-
marks at this point an excerpt from a
letter Mr. Turner wrote me which ampli-
fies an inequity inherent in this mea-
sure:

It is my understanding that the pro-
posed H.R. 8000 exempts from its applica~
tlon direct investment by U.S. companies
in foreign operations which are in excess of
10 percent of the stock of the forelgn cor-
poration. My experience, both at Schlegels
and as an adviser to other small- or medium-
sized companies investing abroad, has been
that such a 10-percent rule would not be a
substantial impediment. I could, however,
concelve a situation where a small U.S. com-~
pany might, because of shortage of funds
for investment abroad, transfer know-how to
a foreign company in return for less than
10 percent of its stock, or on some kind of
step basis where, at least In the initial
stages, the investment might be below 10
percent. In such circumstances the 10-per-
cent rule might constitute an impediment
to a company which is trying to expand its
active operations abroad. And the interest-
ing point to me is that this-10-percent rule,
which might constitute an impediment to a
small company with limited capital for for-
eign investment, would never constitute an
impediment to a larger company.

I personally feel very strongly that our -
Government should in every way possible en-
courage the medium- or small-sized U.S.
company in the expansion of its business
abroad. The larger companies have already
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taken these steps, and I am fearful that in
tightening up abuses that have invariably
arisen while the larger companies were ex-
panding abroad, the tightening-up process
may impede similar expansion by the small
company. The smaller company almost
needs special encouragement; almost by lts
very nature its markets are specialized lim-
ited markets, and it is therefore even more
important for it. than for the larger company,
to be able to secure as broad a geographic
market as possible to cover lts research and
deevlopment, tooling, and other costs.

Mr. Chairman, it is imperative that
effective means be devised to curb owr
nagging balance-of-payments deficit.
It is my judgment that the bill before us
misses the mark.

I favor and would willingly work for
measures to encourage the momentum
of the domestic economy that would
make domestic investment more attrac-
tive. Let us create economic improve-
ments to curb the drain of U.8. capital
overseas without using artificial ap-
proaches that restrict economie expan-
sion.

There is no doubt that if U.S. interest
rates climbed to a level comparable with
those of other industrial countries, we
would be well on the way to materially
reducing the inducement that now exists
in foreign money markets. These inter-
cst rates will go up naturally if we can
assure expanding economic activity. I
think an increased demand for credit
brought about by & healthy economy that
practices Federal spending restraint is
much to be preferred over deliberate
tight money markets and patchwork
proposals.

Because Government policles have
done more to bring on the balance-of-
payments problem than any other single
factor, Government surely has a role in
attempting to alleviate it. We should
search for those places where military
and foreign aid spending abroad can be
cut, for additional avenues of export
promotion, and for an effective end to
the fiscal failures that have bred a basic
distrust of our dollar's stability.

Mr. REID of New York. I thank the
gentleman.

Mr. MILLS. Mr. Chairman, I vield 10
minutes to the gentleman from Florida
[Mr. HERLONGI.

(Mr. HERLONG asked and was given
permission to revise and extend his re-
marks.)

Mr. HERLONG. Mr. Chairman, this
business of the balance of payments is a
great deal like the weather. Evervone
talks about it but no one can do any-
thing about it. However, in this partic-
ular case today we have an opportunity
to do something about this problem of
our balance of payments.

Mr. Chairman, many suggestions have
been made which start with the premise
that something must be done about this
problem. I would simply suggest that
as far as this voluntary aciion suggestion
we have just heard is concerned it would
probably work just about like the vol-
untary imports on beef have worked so
far. Al of us know that this is a very
bad situation. The level established is
the critical test.

Mr. MILLS. Mr. Chairman, will the
zentleman yield?
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Mr. HERLONG. I am glad to vield to
the gentleman from Arkansas,

Mr. MILLS. Did the gentleman from
Florida understand that the recommen-
dation of the gentlemsan from New York
of this voluntary control approach
amounted to an imposition of quotas; is
that the understanding of the gentle-
man from Florida of his proposition?

Mr. HERLONG. I am not sure that I
undersiood it but I did hear the gentle-
man suggest a veluntary approach to the
problem.

Mr. MILLS. If the gentleman will
vield further, the gentleman from New
York suggests that before anyone could
make a loan to anyone abroad they
would have to obtain the approval of the
S:ate Department and at least that is
in the area of a quota, is it not?

Mr. HERLONG. It certainly is.

Mr. MILLS. Presumably the State
Department would say to them that only
so much could go abroad and to which
countries, Does the gentleman from
Florlda—whom I know is a great advo-
eite of the free enterprise system—know
of anything that is more contrary to
the free enterprise system than quotas
or controis imposed by Government?

Mr. HERLONQ. I certainly do not,
8ir,

Mr. REID of New York. Mr. Chair-
man, will the gentleman yield?

Mr. HERLONG. I am glad to yield to
the gentleman from New York.

Mr. REID of New York. I would like
to address & question to the chairman of
the Committee on Ways and Means, the
rRentleman from Arkansas [Mr. MILLs)
with reference to the remarks which he
just made. I was not talking about
quotas. I was talking about voluntarily
checking at least {n one instance with
the State Department.

I am told by distinguished people who

did this during World War T—and I

think there were similar indications of
this In the Korean war—that it worked.
There was voluntary consultation, and if
I am not mistaken, Great Britain has the
same kind of relationship wherein large
borrowings are checked with the Bank of
England and with the government.

Mr. MILLS. Would the gentleman
from Florida yield in order that I may
respond to the gentleman from New
York?

Mr. HERLONG. I vield to the gentle-
man from Arkansas.

Mr. MILLS. Do I understand the
gentleman from New York to say that
his program is nothing more than a will-
invness on the part of the American
citizen to check with the State Depart-
ment before the American citizen buys
a foreign security and then regardless of
what the State Department says, the
American citizen goes ahead with his
action as he sees fit?

Mr. REID of New York. In answer to
the distinguished gentleman may I say
that I was trying to list some possible
alternatives that I thought could be ex-
plored more deeply than perhaps has
been the case. The theory of checking
voluntarily has worked. The State De-
partment and the Treasury Department
have found it hes worked In the past.
There are other wavs of doing this.
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throuzh Executive order of the President,
such as the New York Times has sug-
gested. We could study the British ex-
perience which apparently has worked.

My concept is that there are other al-
ternasives and that we should explore
each and every one of them before we do
anything that might even slightly dis-
turb the market.

Mr. MILLS. May I ask the gentleman,
would he say that we should run the risk
of what mizht occur in our balance of
payments and the flow of dollars from
the United States by defeating this, and
seeking at a later date an alternative, or
would he suzgest, before final disposition
of this has occurred, an salternative
should be submitted in connection with
it?

In cther vrords, do you want a lapse in
the situation or do you want the alterna-
tive now?

Mr. REIC of New York. The Chair-
man of the Committee on Ways and
Means is much more expert in this field
than [, but it is my impression from
reading the hearings that the market
has already discounted much of the ef-
fect of this Lill, that indeed the exclusion
has also removed a large area which ori-
ginally was & matter of concern. So that
what vre are dealing with, if I understand
the matter correctly, is a relatively mod-
est amrount of $200 million to $500 mil-
lion. [ think there are ways of dealing
with the balance-of-payments problem
involving $500 million.

Mr. MILLS. The gentleman made
that statemant in his remarks on the
floor. We are not dealing here with $200
millior: or $00 million. The record
clearly indicates that in the 6-months
period after announcement of this pro-
posal xve effectively reduced the imba-
lance in our payments by an amount of
$1.8 billion, according to the Treasury.
This may not be sustained at this same
high level during the 2 years, 1964 and
1865, Lut it s anticipated the difference
will be a billion and a quarter to a billion
and a nhalf. So I say this is not a matter
of $200 million or $300 million. This is
to me a biz amount of improvement in
the imbalance in our payments.

Mr. REID of New York. Might I ask
the distinguished chairman if he recalls
the testimony of Mr. Andrew N. Overby,
former Assiswant Secretary of the Treas-
ury in the Lisenhower administration?
In his testimony, on page 222 of the
hearings, he indicates he feels the
amount is substantially less than that.

Mr. MILLs3. The gentleman is refer-
ring to testilnony that was given before
the 6- or 7-nionth period had passed for
which we nox have information. If the
gentleraan will look at the report and
look at the statement that we have put
in the record, he will find that the actual
facts are that the saving is far beyond
what this pentleman predicted it would
be.

Mr. BYRNES of Wisconsin.
Chairm.an, w.1l the zentleman yield?

Mr. HERLONG. 1 yield to the gen-
tleman from Wisconsin.

Mr. BYRNZS of Wisconsin. The gen-
tleman knows that cvery figure that we
have o1 what the consequences of this
bill will be is completely speculative.

Mr.

Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1



Approved For Release 2005/05/18 :.CIA-RDP66BOO403R000500200002-1

1964

You have already had & shift from
long terms to shoit terms which you have
already exempted under the bill. So
that this idea the Treasury can come up
with a perfect fizure of $1 billion or $1.5
billion or $2 billion Is a bunch of ma-
larkey.

Mr. MILLS, I am in complete dis-
agreement with the gentleman from Wis-
consin when he says we do not have fig-
ures. We do have figures on what has
occurred in our deficit in our balance of
payments. Last year, between the first
half and the last half, which is the testi-
mony I am talking about, the difference
was in the neighborhood of $2.9 billion, of
which $1.8 billion was due entirely to this
action in controlling the capital move-
ment outside the United States.

Mr. CURTIS. Mr. Chairman, will the
gentleman yield?

Mr. HERLONG. I am going to make
one short statement, and you can have
the floor.

Mr. CURTIS. 1 wish to make just a
short statement.

Mr. HERLONG. 1 yield to the gen-
tleman,

Mr, CURTIS. I wish to support what
the gentleman from Wisconsin [Mr,
Byrnes] said. I may say to my chair-
man that throughout the hearings Sec-
retary Dillon admitted that these fizures
are but estimates and are most specula-
tive and are very difficult to substantiate.

Mr. MILLS. What I am trying to do
is bring the gentleman from Missouri and
the gentleman from New York beyond
the hearings up to the actual facts in
their thinking. We have the facts on
what has been happening in the last 6
months. I have just given them to you
in answer to the gentleman from New
York.

Mrs, GRIFFITHS. Mr.
will the gentleman yield?

Mr. HERLONG. I yield to the gentle-
woman from Michigan.

Mrs. GRIFFITHS. 1 should like to
ask a question, and I should like the
chairman or the ranking member to an-
swer it. If this bill is beaten on the floor
today, in the opinion of the ranking
member of this committee what will be
the effect upon the gold outflow tomor-
row? .

Mr. BYRNES of Wisconsin.” In my
judgment, it would have no effect tomor-
row, if you are talking about gold, and
if you are talking about foreign borrow-
ing, it would have no effect because these
operations do not take effect overnight.

- Mrs. GRIFFITHS. The mere sugges-
tion of the President was disastrous upon
the market of Canada; is that not true?
Did they not suffer the next day the
greatest loss of gold in the history of
Canada?

Mr. BYRNES of Wiscensin.. There is
no question it was disastrous to Canada.
That is why the President came right
back and said to Canada, “We will ex-
empt you from the operation of thls
act.”

The CHAIRMAN. The time of the
gentleman from Florida has. expired.

Mr. MILLS. Mr. Chairman, in view of
the fact that the gentleman from Flor-
ida, although recognized was not per-

Chairman,
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mitted to use his time, I yicld him an
additional 10 minutes.

Mr. HERLONG. I thank the gentle-
man,

Mr. MILLS. Now may I ask the gen-
tleman a question?

Mr. HERLONG. May I say to the
chairman that I hope the membership
appreciates the contribution I am mak-
ing.

Mr, MILLS. Let me inject myself into
the colloquy between the gentlewoman
from Michigan and the gentleman from
Wiseonsin. I think the gentleman from
Wisconsin is probably right in respond-
ing to the gentlewoman frorn Michigan
as he did, because she said that she
wanted to know what the effect would
be in 1 day. I think the gentleman
probably advised her correctly that sales
would not increase in that 1 day. But
I should like to ask the gentleman from
Wisconsin if he makes the same predic-~
tion about a 3-, 4-, 5-, or 6-month period
in the future? Will we not have a repe-
tition in the first half of this year, the
first and second quarters, of exactly what
we had in 1963, that brought about this
very action? Most of us think that is
what would be the case.

Mrs. GRIFFITHS. I should like to
thank both the chairman and the rank-
ing member. I must say that in my
judegment both gentlemen are too opti-
mistic. The effect on the market tomor-
row and next week would be disastrous if
this bill were defeated. The loss of gold
would be tremendous. As that loss of
gold continued we would have to take
other and more stringent measures, for
other reasons than the defeat of this
bill. In my opinion, whether you were
for this bill in the beginning or not, and
I was not, the effect of the Lill has been
to stop to some extent the loss of gold.
Therefore, we cannot at this stage vote
down this bill without disastrous effects.

Mr. HERLONG.
woman. I appreciate her statement. I

will say to her that if we do not do that, .

the exact reverse of what is happening
will happen. .

Mr. KEOGH. Mry. Chairman, since
the gentleman from Florida has been so
generous in his yielding, I wonder if he
would be good enough to yield to me to
propound a question, not of him, but of
the chairman of the standing commit-
tee.

7/ Mr. HERLONG.
to the gentleman.

I am happy to yield

Mr. KEOGH. Mr. Chairman, I would'

like to make an inquiry as to the appli-
cation of this tax in the case of the ex-
emption which the Presidenit may make
available as an aid to international
morictary stability. As you indicated in
your opening statement, it is anticipated
that the President will make use of the
authority under this provision to exempt
from tax new issues of Canadian com-
panies. It is my understanding from a
statement which appears in the commit-
tee report that the Canadian Govern-
ment through its interest rate policy, or
otherwise, is to undertake to see that
borrowings by Canadians in the United
States are made only to the extent nec-

I thank the gentle-
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essary for Canada to balance its inter-
national accounts.

From the bill I understand that the
Executive order issued by the President
might well be made applicable to a lim-
ited aggregate amount of new issues or
to new issues acquired during specified
periods of time or to new lssues of cer-
tain categories of issuers.

The problem on which I have received
an inquiry involves a Canadian corpo-
ration which is proposing to offer to its
stockholders, through -the issuance of
subseription warrants, convertible subor-
dinated debentures. To the extent these
debentures are not subscribed for by the
company’s shareholders they will be of-
fered to the public through an under-
writing group.

In the event an Executive order is is-
sued with respect to new Canadian se-
curities, is it your view that such an
Executive order would exempt from tax
the type of securities I have just de-
seribed?

Mr. MILLS. Mr. Chairman, will the
gentleman from Florida yield?

Mr, HERLONG. I am happy to yield
to the gentleman.

Mr. MILLS. In response to the gen-
tleman’s question, it is my understand-
ing that the administration does not,
initially, at least, intend to provide any
limitations with respect to the Canadian
exemption on new issues. Therefore, if
the debentures you have in mind are
issued before any restrictions are im-
posed—and it is hoped that no restric-
tions will have to be imposed—they
would appear to qualify as new lssues in
this regard.

As I understand it, this company will
issue subscription warrants initially.
These, under the bill, are not subject to
tax as such. The convertible subordi~
nated debentures which you mentioned
are taxed as indebtedness where they
are convertible for 5 years or more into
stock, If the debentures you have in
mind have such a conversion—thus are
treated as indebtedness—they are con-
sidered as new issues until 60 days after
the interest begins to accrue. This would
mean that they would still be classified
as hew issues if they were held by Amer-
ican underwriters at any time within 60
days after the date interest on the de-
bentures begins to accrue.

Mr. KEOGH. Mr. Chairman, I am
grateful to the chairman of the standing
committee for his answer. I am more
grateful to the generous gentleman from
Florida for his yielding. I have no fur-
ther questions to propound, and I ap-
preciate the gentleman’s courtesy.

Mr, MILLS. Mr. Chairman, I yield
5 additional minutes to the gentleman
from Florida [Mr. HERLONG].

Mr. HERLONG. Mr, Chairman, 7
months have elapsed since the interest
equalization tax was first proposed on
July 18, 1963. This period has provided
us with a clear picture of just how
effectively this type of measure can ful-
fill its objective of reducing the -outflow
of long-term portfolio capital from the
United States. The period has also given
the Congress, the Treasury Department,
and the securities markets themselves
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an opportunity to cbserve how the pro-
posed tax affects trading on the markets
and thus to meke the adjustments in
the proposal neccssary to adapt market
operations.

Insofar as our balance-of-payments
position is concerned, we have seen first-
hand evidence of how effectively this
type of tax works. Since the interest
cqualization tax was announced, new
issues of foreign securities purchased by
Americans have consisted almos: wholly
of those that were already in process on
the announcement date.

As a direct result, American pur-
chases of new forelgn securities dropped
sharply—from an annual rate of $1.9
bildon in the first half of the year to
3850 million in the third quarter and to
a rate of $440 ndillion in the fourth
quarter.

An equally dramatic Iimprovement
showed up in American purchases of
outstanding foreign secuiities—a shift
from a net outflow at the annual rate
of $225 million in the first half to a
net Inflow at an annual rate of about
$270 million in the second half.

The decline in U.S. purchases of all
foreign securities accounted for an im-
provement of $1.8 billion at an annual
rate in the second half of the year.

We must, of course, recognize that
the virtuel elimination of new issues
placed in the United States will not con-
tinue. Once the tax is passed, we can
logically expect a return to 2 more nor-
mal flow of new isues that will be placed
in the United States. But the evidence
at hand makes it clear that this flow
will be very substantialiy below the dan-
gerously high levels of the 12 months
preceding July 18 of lest year.

Even though negotiation of new for-
eign issues has temporarily come to a
virtual standstill, it is important to re-
member that active trading markets
have been maintained here for outstand-
ing foreign securities held by American
investors.

By August 17, the effectlve date pro-
vided in the bill for securities traded on
U.S. stock exchanges, the prineipal ex-
changes had worked out and adopted
orderly procedures for separately identi-
fying the transactions that would be
subject to the tax; that is, foreign secu-
rities purchased by Americans from for-
eign holders of those securities. The
same kind of procedures were subse-
quently adapted for trading on our over-
the-counter market.

Tax-free selling of foreign securities
by U.S. investors has continued on a reg-
ular basis. The tax would not be appli-
cable to such transactions. Since Amer-
icans already hold outstanding foreign
securities amounting to over $12 billion,
there is ample opportunity for U.S. in-
vestors to purchase foreign securities
from other Americans without paying
the tax. Premiums have developed at
times in some cases but they have not
been large.

‘We must also keep in mind that Amer-
icans holding foreign securities can also
sell them to foreigners as well as to oth-
er Americans tax free. The volume of
transactions in foreign securities on the
exchanges has declined from pre-July
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18 levels. Bul it remains substantial.
Also American dealers have continued
to arrange transactions among foreign-
ers in foreign bonds—which they may
handle tax free under the terms of HR.
8000.

In sum, Mr. Chairman, experience so
far shows this type of measure to be
most effective. It will reduce the strain
on our balance of payments and gold
supply by reducing the outflow of long-
terim portfolio capital. It will do so
without disrupting our own capital mar-
kets or creating undue hardships.

Mr. Chairman. I would now like to
comument on the constitutionality of this
bill. The proposed tax would be applied
to certain acquisitions made after the
date of the proposal of this tax to Con-
gress by the President in his special mes-
sagc of July 18, 1963, but the tax would
be paild at the time of filing the purchas-
er's first return after the end of the cal-
endar quarter in which the act is passed.

The General Counsel of the Treasury
Department has made an exhaustive
study of the question of the constitution-
alitv of the effective date of the bill and,
in an opinion dated August 6, 1963, has
concluded that in the light of the law as
revealed in decisions of the Supreme
Court, other Federal courts, and Siate
courts, this provision would be sustained
as constitutlonal. I should like at this
point to request that the full text of the
opinion of the General Counsel of the
Treasury be incorporated in the Recorb.

In summary, the general counsel's
opinion shows that taxation may apply
constitutionally to prior but recent
transactions, whether the tax is an in-
come lax or an excise tax. whether the
excise tax is on gross receipts or on com-
pleted transactions., and even in those
situations where the purpose of the legis-
lation I8 solely to raise revenue without
additlonal considerations of public pol-
icy. The reasonableness of such an ef-
fective date feature is strengthened, of
course, where as in the instant case the
Congress has additional compelling rea-
sons and purposes of public policy in
chcosing the earlier date. The July 19
effective date was necessary to permit
orderly consideration of the proposal by
the Congress, since absence of such a
date would have resulted in a rapid and
uncontroilable acceleration of foreign
borrowings and thus defeated the pur-
poses of the bill before it was enacted.
This effective date has also permitted
the development of appropriate market
procedures which are reflected in the
provisions of the bill.

Without going into detail, nearly a
score of decisions of Federal and State
courts in the last quarter century have
held constitutional the application of
taxes to prior transactions; for example,
of & new income tax to income not previ-
ously taxed relating back as far as 2
vears; of a new excise tax to transactions
completed several months to a vear or
more prior to the tax, and increases in
the rate of tax or the basis of tax—both
income and excise—relating back many
Years.

I considering provisions of this type,
the courts have attached importance to
the existence of notice to the taxpayer of
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the probability that certain income or
transaciions are likely to be subjected to
tax. In the case of the bill under con-
sideration, the President’s special mes-
sage to Congress of July 18, 1963, which
was given wide publicity, clearly indi-
cated the intention to have the tax, in
general, effeciive from the date of the
message. In the case of acquisitions
made o national securities exchanges,
the tax applies to purchases after August
16, 1963. Moreover, the administration
took the furtier precaution of publish-
ing in the Federal Register a notice
which included the effective date provi-
sions contained in H.R. 8000. This pro-
cedure was taken in order to insure the
widest possible notice to members of the
public ¢f the proposed effective date of
the tax Under a provision of law en-
acted by Congress (44 U.S.C. 307), the
filing of any document authorized to be
published in the Federal Register is
deemed to be:

Sufficient to give notice of the content of

such document to any person subject thereto
or affected theraby. :

In conclusion therefore on this ques-
tion of the effective date of the tax, we
think it is clear that in any test in court
of the constitutionality of this feature of
the bill, it would be sustained.

Mr. BYRNES of Wisconsin., Mr.
Chairman, I vield myself 15 minutes.

(Mr. BYRNES of Wisconsin asked and
was given permission to revise and ex-
tend his remarks.

Mr. WESTLAND. Mr. Chairman, I
make the poirt of order that a quorum is
not present.

The CHAIRMAN. The Chair will
count. [After counting.] One hundred
and four Members are present, a quo-
rum.

The gentleman from Wisconsin [Mr.
BvyrNEST is recognized for 15 minutes.

Mr. BYRNES of Wisconsin., Mr.
Chairman, I rise in opposition to the
bill. I do so because I believe it is a
dangerous policy for this country to pur-
sue. It is deangerous not so much be-
cause of what is Included in the legisla-
tion, or what would be accomplished by
the legiclation itself. but because of the
shift in U.S. policy which is inherent in
taking this action.

First, let me point out this is not a
tax bill. It is certainly not a bill for
revenue purpcses. To the degree that it
levies a tax, it is a tax to regulate.

I have heard my chairman speak many
times about the danger of misuse of the
Internal Rev:nue Code, and that it
should be praserved for revenue pur-
poses. 1 am amazed by his willingness
to accert its use as a regulating device,
particularly in an area such as this.

We heve had, and have today, the one
free money mwarket in the world, It Is
the symbol of the free world. It is the
symbol of free enterprise. We have pre-
served & free market so far as money
and capital are concerned. This bill
would dastroy it. It has been a funda-
mental solicy of the United States. not
only as it relates to our own operations,
but also as it relates to the free world,
that there should be no unnecessary in-
terferen:e with the freedom of capital
movement.
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This bill is completely inconsistent
with tha} policy. This ‘bill proposes to
build a wall around the American dollar
and tries to tell us, “Now stay home.”
It builds & wall that says to anybody who
- wants to borrow money in this market,
“No., We have a wall here that you can-~
not go through.” ‘

I will be the first to admit that this is

the most poorly constructed wall, if that -

is the purpose, that has ever been erected,
because it is full of chinks and cracks
and openings. There is every way in the
world to get around the objective of this
bill. If the bill is really to stop the
American dollar from going abroad, it
will fail its purpose. Under the bill, a
foreigner can go to an American bank
and borrow indeflnitely. There is no
restriction on bank loans. There is no
short-term. or long-term restriction or
interest restriction on bank loans. But
this bill says that the foreigher cannot
go to private individuals, or to insurance
companies, for funds without paying a
tax. - Even then there are all kinds of ex-
ceptions. This is a dangerous philos-
ophy, in my judgment, that we are pur-
suing today, and that is my grievance
against the bill,

We have talked, the administration
has talked, about the need for a freer
exchange of goods and trade in the free
world. What does trade depend upon?
It depends, if you are going to free it up,
on whether you have a free movement
of currency. You cannot have trade
without currencies that are able to go
across national boundaries with freedom
of movement. This bill is inconsistent
with the trade philosophy of the admin-
istration and the policy that this coun-
try has been pursuing. In my judg-
ment, if we are looking at our long-range
problem of a balance of payments—and
that is what we had better start looking
at and not some of these short, overnight

- operations, but we had better start get-
ting to look at the long-range problem—
if we are going to look at that, we should
be stimulating rather than contracting
private investment abroad.

If this bill is enacted, over the long
run we are going to rue this day on
which we started on this road of re-
stricting American private enterprise
abroad.. That is what this bill does.
This bill is justified as necessary to meet
our balance-of-payments problem. I
am going to agree that we have a bal-
ance-of-payments problem. Certainly
we have. But this bill does not solve
any of the basic causes of our balance-
of-payments problem. It is purely an
expedient and, in my judgment, an ill-
advised and a dangerous one at that.

The deficit in our balance of pay-
ments is not caused by private invest-
ment abroad. Investments produce
motre income from abroad than we re-
invest. Income from abroad is on the
plus side in our balance of payments.
Recognize this: Between 1958 and 1962
income from private foreign invest-
ments—and this is the sort of thing we
are seeking to close the door on now by
this bill—income from U.S. private for-
eign investments amounted to $15.5 bil-
lion. If we had not had that investment,
the deficit in our balance of payments
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would have been $15 billion greater than
it was. In 1962 alone, if we look at our
balance of payments, the income from
private investments abroad was $3.8 bil-
lion, That is whaf we took in. That
was favorable; that is as compared fo
an outflow during. that same year of $3.2
billion for new investment, or an ad-
vantage to us of $600 million as a result
of this broad area of private investment.
That and our basic trade are both favor-
able. But we say, “Oh, we are going to
solve this temporary problem,” by at-
tacking the very area that has been a
salvation to us in this.

It is interesting to note the attitude
exemplified by this bill. We are against
private people making loans abroad.
But what about Government loans
abroad? Is there .any restriction on
that? - Of course not. The sponsors of
this bill talk about the interest differ-
ential; that a foreign borrower can come
here and get a private loan at a lower
interest rate than he can get the money
some place else. What kind of loans do
we make to foreign borrowers with tax-
payers’ money—Government money? UD
until a year ago we were giving them 10
years of grace, when they did not pay
any interest, and after 10 years only
three-fourths of 1 percent. That is an
interest differential you might do some-
thing about if you want to stop some of
these dollars going abroad. Those loahs
are not assets that will create income
for this country. We are not going to
get dividends, and the interest that we
get is practically negligible, if anything
at all, from these Government-~sponsored
loans.

I point this out only as a distinction
between our attitude one day on pri-
vate investments abroad and the attitude
on the next day on Government loans.
If it is Government money, if it is tax-
payers’ money, then the attitude is, “Oh,
let us go right ahead,” and we do not
worry about whether we charge them
interest. But we cannot let the Ameri-
can private enterprise system make loans
abroad, loans which . produce income,
which benefit our balance of payments,
Yes, this bill hits at the very area that
produces a plus, and the only basis that
this bill has for being here is that of
expediency.

They say here is a place where we can
cut down on dollars going abroad and do
it pretty fast. - But at the heart of our
balanhce-of-payments problem, and we
had better admit it, is Government non-
income-producing expenditures abroad.
That is what is giving rise to our bal-
ance-of-payments problemi. And this
bill is.not solving the real problem. I
do not see very much being done to solve
it.

What are some of the big items in our
adverse balance? Of course, the biggest
one is the military expenditure abroad,
whieh is about $3 billion-of adverse bal-
ance. Our aid program comes to over
$1 billion of adverse balance. " If you
want to go Into another area that is not
producing anything—I am not sure that
we should restrict it, but il is not pro-
ducing anything—you have $2.5 billion
spent by tourists abroad; that is, dollars
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going out but which do not produce any-
thing in exchange.

.~ In this bill you are attacking the one
ares that helps us, and that is why I say
it is a bad policy. TUntil these other
leakages are closed, you cahnot correct
the problem by restricting normal pri-
vate income-producing transactions.

They talk about this tax being tem-
porary. ‘That is just a smokesereen.
The bill has an expiration date of De-
cember 1965. Why, as long as these
other basic deficits occur, as long as these
other leakages exist, the tax will be con-
tinued, and probably broadened. So the
day of the American free capital market
is gone, and the free world’s capital mar-
ket is gone. This bill, so far as I am con-
cerned, is a misnamed bill from the be-
ginning. It is a tariff bill, not a tax bill.
It is a tariff on foreign investment, and
it is certainly not interest equalization,
Let us make up our minds to that.

That title sounds nice and fancy.
But you do not have a uniform interest
rate in the other countries of the world.
There are some c¢ountries whose inter-
est rate is somewhht comparable to ours.
I understand that in Switzerland and
the Netherlands, for instance, the inter-
est rate is somewhat comparable to ours.

"There is no one uniform interest rate

outside the United States to equalize
with. Yet the bill provides a uniform
rate schedule for all loans, regardless of
the borrower’s country of origin. The
bill puts a rate of 15 percent on equity
securities that have nothing to do with
interest, and bear no interest. The tax
applies to purchases of shares of stock
and non-interest-bearing  securities.
There is no interest equalization in that
aspect of the bill. In fact, inh some re-
spects the tax is greater on non-interest-
bearing securities than on the bonds and .
on loans, because if you will look at the
bill and the table which appears on page
35, you will notice that with reference to
interest-bearing securities the amount
of the rate is dependent upon the length
of the duration of the loan. It is only
after that loan has a maturity which
runs over 28% years from the date of the

" purchase that you get to the 15-percent

rate. But if you buy a stock in a foreign
corporation from a foreigner you pay 15
percent on the barrelhead at that time,
and there is no variation. You might
turn around the next day and sell it.
However, you have still paid the rate of
15 percent. You pay it no matter what
the yield is and without regard to any
other factors which might vary depend-
ing on the particular stock.

In addition to the principle involved,
the bill is objectionable in that it is a
discriminatory tax. It taxes only one
aspect of the private expenditure, and
that is the private portfolio investment.
The bill exempts tourism, exempts direct
foreign investments, exempts bank loans,
and exempts short-term loans.

In just this one area of private invest-
ment you come in and tax and say, “Oh,
no, we are not going to allow you to do
this.” Now, why?

Beyond. .the areas that are excluded
from the bill altogether which I previ-
ously mentioned, the bill is full of spe-
cial exemptions and complications. In
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addition, the bill gives the President of
the United States the wholesale right
to exempt entire countries covered under
the bill, as he has already sald he was
going to do as far as Canada is con-
cerned. Canada s really the country
that gave rise to the problem. The
emergency which brought about this pro-
posed legislation arose during the first
two quarters of 1963 when the Canadian
securities sold to U.S. residents increased
to $632 million. This was the real prob-
lem. Yet, the bill, coupled with the
President’s proposed action, will exempt
the same securities from Canada.

The CHAIRMAN. The time of the
gentleman from Wisconsin has expired.

Mr. BYRNES of Wisconsin. Mr.
Chairman, I yield myself 5 additional
minutes.

Canada and Japan are the prinecipal
countries which have been coming to
this market seeking loans and seeking
dollars. Yet, It is assumed the President
will exempt Canada.

Mr. Chairman, what are we going to
do about Japan? Mark this also. Japan
is a dollar-deficit country. It must get
dollars in one way or the other, or re-
duce its trade with us. This Is an area
where our actual trade is going to be ad-
versely affected. You are not going to
be able to sell the same amount of goods
to Japan,

Mr. Chairman, I would be remiss if I
did not grant that early last year there
was an increase in the sale of certain
long-term bonds in this country. But
it is particularly interesting that the pro-
ponients of this legislation do not tell
us what kind of loans those were. Well,
they were mostly governmental. The
Secretary of the Treasury admitted it.
It was & case of foreign governments
coming here to borrow money, seeking
lower interest rates. That is what gave
rise to the outflow. Early last year $300
million was borrowed in the United
States by the Quebec Hydroelectrie Com-
mission. For what did they borrow that
amount of money? They borrowed it In
order to get money to take over 11 pri-
vate utilities ane convert them to public
ownership.

I will agree, we should clamp down on
governmental borrowings of this type.
It would solve a great part of the
problem.

Just before the bill was sent Lo us by
the President, the city of Vienna was
contemplating & bond issue of $20 mil-
lion to be marketed in this country.
When the President’s message was re-
ceived, and the bill was introduced with
a retroactive date of July 19, what did
the city of Vienna do? It just went to
the New York banks. It said “We will
not use bonds now. because they might
be taxed.” Instead, the city of Vienna
went to the New York banks, and within
10 days had the money, relying on an
exemption for bank loans which is stiil
available in this bill.

If the committee and if the Treasury
had directed itself to two areas we would
not now be faced with legisiation as
dangerous as this. If they had pursued
a course to put a stop to these forelgn
governmental borrowings, which are dic-
tated mainly by a low-interest ratc; if
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you put a stop to these, you would close
up one of the big dralns on our dollar
outflow. One thing more would have
helped the sftuation. Most of these blg
loans, for relatively long terms. These
borrowings by foreign governments run
to $20, $30, or $300 million like the Que-
bec loan. The administration should
have gone to the institutions handling
these loans. These institutions came be-
fore the committee and asked that the
committee call them together so that
they might work out a voluntary system
of restraints on these types of loans.
They could not get together on thelr own
accord because they would be violating
the antitrust law. They had to be oper-
ating under the aegis of the Federsal
Government. They asked our commlittec
to ask the Treasury to call them to-
gether, so that they might voluntarily
cooperate, as was done in the forties, to
stop any unnecessary outflow that was
damating the dolilar. Did the Treasury
do {t? No. The Treasury wanted con-
trol, they wanted authority. I think they
want that more than they want a solu-
tion to the problem, if you do not mind
my saying so.

Now, the supporters of this bill talk of
how much money will be saved by the
bill. Let me suggest there is no way that
anybody can judge what the demands are
going to be in any market on any partic-
ular day, or from what particular source,
It is all speculative.

The figures that were produced by the
chairman, and by the gentleman from
New York, showing the relatively small
amount of doliar outfiow that would re-
sult from this bill as balanced against
the damage that could be done, were
based upon the statements of experts as
to the bill as first presented to the com-
mittee. Since that time we have added
all of these exemptions, so the effect now
cannot be more than before.

Purthermore, the movement of capi-
tal involves many considerations, not the
least of which are the needs of the bor-
rower or issuer of the foreign security.
The demand for capital will fluctuate
from time to time. This makes it really
impractical to point out by comparison
what has been, or may be, the effect of
this bill. However, if, as the chairman
of the committee sceks to do, we are to
make such comparisons, I would like to
point out that the bill apparently has
had an adverse effect.

We are really talking about Investment
in the sccurities of Western Europe and
Japan. During the period from January
1 to June 30, 1963, U.S. residents pur-
chascd a total of $328 million of securl-
ties from these two sources. During the
pericd from July 1 te December 31, 1963,
U.S. residents purchased a total of only
$105 million of securities from Western
Eurcpe and Japan. From this, it might
be claimed that the threat of the legisia-
tion resulted in s reduction of $223 mil-
lion in the securities from these two
sources during the last half of 1863.

D1 the other hand, during the same
periods, long-term foreign bank loans,
which are exemptl. increased from $596
million for the period from January 1 to
June 30, 1963, to $1.452 blllion for the
period from July 1 to December 31, 1963,
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representiiig an increase in borrowings of
$456 mlllion. 'Thus, it should be obvious
that already there has been a substitu-
tion of bark loans for other types of for-
eign securities. The bill accomplished
nothing.

Let me say that this bill, in my judg-
ment, should be defeated. If it is, the
President -an move tomorrow. I do not
share the concern of my fine and pleas-
ant friend on th2 committee from Mich-
igan over the consequences. I think
there wou'd be cooperation on the part
of those who are involved in these financ-
ings to avoid any great outflow of dol-
ars. .

(Mr. MATSUNAGA asked and was
given periaission to extend his remarks
at this poiat in the RECORD.)

Mr. MATSUNAGA. Mr. Chairman, it
is not easy for me as a Democrat to rise
in opposition to an administration-spon-
sored bill, and I would not do so if I-
were not convinced that H.R. 8000 would
not accomplish :ts intended purpose. In
fact, I am of the view that this legisla~
tion will in the long run hurt our Na-
tion’s cawse and especially the interests
of my owr. State of Hawaii. I make this
contention because the bill as it has come
to us for consideration under a closed
rule, which allows no amendments from
the floor, tends to penalize our best
friends, and raises the great possibility
and a proHhability of their taking retalia-
tory measures against us.

I might here point out that Hawali's
Governor, John A. Burns, a former Mem-
ber of this body. has also publicly voiced
his opposition to the bill before us.

Hawail stands at the threshold of a
great new era ir trade with the countries
of Asia and the Pacific. The State of
Hawaii plans an international trade cen-
ter on Sand Isiand at the entrance to
Honolulu Harbor and is already enjoy-
ing a growing tourist trade with Asia and
the nations down under.

Japan is at present the most important
country in Hawaii's foreign trade po-
tential. Dr. James Shoemaker, vice
president and director of research for
the Bank of Hawaii and for many years a
director cf the Hawaii Visitors Bureau,
has estimated that with the announced
easing of Japanese exchange restrictions
this April. the Japanese tourist travel to
Hawaii will reach 50,000 persons an-
nually and that they will spend at least
$20 million annually in Hawaii. Martin
Pray, director of the U.S. Travel Service,
Tokyo office, has estimated that this fig-
ure may double in later years.

While the residents of Hawaii have in
all the years up to this time accumulated
some $25 millicn worth of Japanese se-
curities, the capital flow has by no means
been one sided. A financial group
headed by Japanese Financier Kenji
Osano has within the past year pur-
chased the Moana, Surfrider, and Prin-
cess Kaiulani Hotels, together with land
for an additional hotel in Waikiki at a
total prics of $22.2 million. Plans which
may involve the investment of $10 to $20
million more in Waikiki during 1964 are
underway by this and other Japanese
investment groups.

e ccmmercial banks in Japan are
condtlucting savings account drives for a
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save-now-and-go-later vacation in Xa-
wail, ahd a Hawail promotion is taking
place in Japan. Under the save-now-
and-go-later - plans promoted by the
Japanese banks, the Japanese tourist will
have $500 in U.S. dollars to spend when
he arrivesin Hawaii.

The passage of H.R. 8000 will likely re-
sult in the curtailment of these activities
through retaliatory measures imposed by
the Japanese Government and result in
greater loss of the inflow of dollars from
Japan than in saving the outflow of our
gold to all of Asia.

It is my further contention, Mr. Chair-
man, that the proposed interest equali-
zation tax is bad for the United States
because it will decrease our foreign ex-
ports and increase our adverse balance
of payments in the long run and that it
will not significantly improve it in the
short run, However, I wish first to dis-
cuss the special case of Japan.

Japan’s case is essentially similar to

" that of Canada, which according to a
speech made by Under Secretary of State
George W. Ball on July 22, 1963, will
be exempted from the tax because of
the dependence of Canada upon ecapital
from the United States for her develop-
ment. Canada is our best  customer.
Japan is our second best customer. The
United States has a favorable balance of
trade with both nations. Japan, like
Canada, is undergoing expansion in her
economy and is not accumulating dol-
lars but is using them up on a current
basis. Canada is a bulwark of democ-
racy to our north and Japan is a bulwark
of democracy to our West,

Every single reason for exempting
Canada from the application of this law
is also a reason which applies with equal
force to the case of Japan.

As has been pointed out in the recent
Brookings Institution study on the bal-

,ance-of-payments problem, a country

which is not a dollar accumulating coun-
try is not a balance-of-payments prob-
lem. The Brookings Institution study
concludes that Japan is not a factor in
our balance-of-payments problem. In
its section on “Japan as a Special Case,”
the Brookings Institution authors com-
mented as follows:

It appears * * * that internal forces in
the Japanese economy would permit s more
rapid growth than Japan has actually ex-
perienced and that the limits have been set
by availability of foreign exchange. So long
as internal forces are pressing agailnst these
limits, there 1s every reason to suppose that
additional foreign exchange receipts will be
spent. On the other hand, it does not ap-
pear likely that Japan would permit sub-
stantial and persistent deficits. These con-
slderations suggest that Japanese forelgn
expenditures, unlike those of the industrial
countries of Western Europe, will approxi-
mately equal its foreign exchange receipts.
However, to the extent that it is able and
willing to attract short-term funds, it can
have a basic deficit despite a total net bal-
ance of zero.

As the Brookings study points out,
short-term borrowings of the duration
of 1 year are in reality a basic balance-
-of-payments deficit to the borrowing
country. Japan has to a large extent
depended upon l-year borrowings from
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the United States.to finance her forelgn
trade and has to that extent a bhasic
balance-of-payments deficit with the
United States. - The U.S. Department of
Commerce reports that as of December
31, 1963, the banks of the United States
reported short-term loans for 1 year to
Japan, totaling $2.137 billion. This fig-
ure does not Include corporate lending
to Japan.

Insofar as these obligations may fall
due and are not renewed, this means that
dollars must be accumulated by Japan
to make up for the deficit. How can this
be done? I suggest that i can only be
done by cutting down on purchases of
American goods for dollars.

It is a fact that trade must, in the long
run, be a two-way street. If we apply
the sanctions of H.R. 8000 agaittst the
nations which are our best customers,
then sooner or later those nations must
decrease their purchases from the
United States. The barriers thrown up
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plied to countries like Japan is likely to
be nil or even negative. :
Since Japan has never accumulated

" dollars, and since it has such a large

short-term dollay debt both in the
United States and in Europe, an alr of
uncertainty hangs over the Japanese in-
dustrial economy, which is midway into
a tremendous expansion program which
must be financed in part by U.S. dollars,
and which depends upon the continued

-importation of such commodities, as coal,

~

against the outflow of gold might, in the -

cases of our best customers, succeed more
in keeping the gold from flowing in than
out. This would be like “locking the
horse out of the stable.” It would appear
sensible to me to provide in the bill that
securitiés of foreign countries with whom
we enjoy a favorable balance of trade be
exempted from the proposed tax.

Mr. Chairman, our actions in Congress
in voting upon this bill will have more
adverse effects upon Japan than upon
any other country in the world. The
Dow-Jones average on the Tokyo Stock
Exchange dropped from 1,800 to 1,200
when the intent of the administration
to seek enactment of the infterest equali-
zation law was announced last July 18,
and it has never significantly recovered.
‘While overpricing of stocks may have
been a factor in this decline, there i$ no
doubt that the administration’s an-
nouncement was the factor which trig-
gered the crash and that it remains a
major depressant of the market today.
Some 10,000 holders of Japanese securi-
ties in Hawail have found their assets
severely reduced in value.

Dr, Emile Despres, a coauthor of the
Brookings study, made the following
statement before the Joint Economic
Committee of Congress on July 29, 1963,
with regard to the probable effects of
this bill:

It probably won’t help our balance of pay-
ments. and indeed it may have the opposite
effect because Japan and Canade are coun-
tries that have operated on rather modest
reserves relying upon the United States, be-
ing financially dependent upon us in a sense
to tide them over balance-of-payments
diffficulties.

To the extent that 1t causes them to feel
that this is no longer avallable to them as
readily, it may cause to them to adopt eco-
nomic polilces which will result in the hold-
lng of larger reserves, probably at the ex-
pense of the U.S. reserves.

“ In other words, the adjustments which
these countries will need to make to meet
the lessening of acecessiblity of our capi-
tal markets are likely not merely to com-
bensate but to overcompensate, and the
balance-of-payments advantage as ap-

iron, machinery, and plant equipment
from the United States, for which dollars
must be paid.

The expansion of Japahese industry
simply cannot be chopped off midway.
If, for example, a company Is engaged
in a 4-year program to build a manu-
facturing plant with 3 years of construc~
tion completed, the different between a
little more or a little less eapital can
spell the difference between success and

failure.

A story in the New York Times of
March 2, 1964, indicated that Japan is
scouring Europe for investment capital
and has succeeded in borrowing about
half of the $300 to $500 million that it
needs this year., The remainder will
have to be borrowed in New York; the
Japanese will have to pay the tax if HL.R.
8000 becomes law, but the dollar outflow
will not have beenh stemmed.

If H.R. 8000 were going to be passed
at all, Japan should be excepted from
its application since no advantage to the
United States can possibly accrue from
such application. H.R. 8000 should be
recommitted to committee for such an
amendment.

Aside from the special case of Japan,
however, I am convinced that this bill
simply will not accomplish its intended
purpose. The administration and Con-
gress have undertaken a number of
measures already, such as reduction of
military expenditures abroad, promo-
tion of export trade, tax reduction, the
making of 80 percent of all foreign aid
expenditures in the United States, a “See
America First” campaign, and other
measures. .

These additional measures and others.
which may yet be considered may have
a favorable influence in reducing our bal-
ance of payments problem, but I pre-
dict that the net effect of H.R. 8000 will
be negative to the extent that it will re-
duce our volume of exports.

I am inclined to agree with Mr. An-
drew N. Overby, chairman, Committee
on Foreign Investment of the Investment
Bankers Association of America, who
pointed out in his testimony before the
House Committee on Ways and Means
that only in the case of decreased sales
of new European issues could the inter-
est equalization bill favorably affect the
balance-of-payments deficit and that the
best that can be expected would be a
slight temporary reduction in the deficit.

Economists are generally agreed that
our long-term balance-of-payments po-
sition and outlook is strong. Would it
not be better to deal with our present
problem by improving our international
competitive position? What we heed to
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do is to encourage increased foreign in-
vestments in the United States, further
reduce our nonasset-creating expendi-
tures abroad, and if necessary-even make
temporary drawings on the International
Monetary Fund or our reserves, rather
than restrict the free flow of funds or
jeopardize our positionn as the world’s
hanker and trustee of the key currency
of the world, for, as Mr. Overby and
others have emphasized, once confidence
in the United States and in the free-
dom of our capital market is impalred.
it will be a monumental task to rebuild
it.

Before we venture into the doubtful
and face the dangerous possibilities that
this law may backfire, we should con-
sider all possible alternatives, including
the one suggested in the February 19,
1964, editorial in the New York Times
entitled “Halting the Dollar Drain.” It
was there suggested that we would do
well to consider tax incentives for ex-

ports.

1 ask that this bill be defeated. There
are far too many inherent dangers In it.

Mr. MILLS. Mr. Chairman, I ask
unanimous consent that all Members de-
siring to do so be permitied to extend
their remarks at this point in the REcoRrp
on the pending bill.

The CHATRMAN. Is there objection
to the request of the gentleman from
Arkansas?

There was no objection.

Mr. SMITH of Iowa. Mr. Chalrman,
we are asked by the Treasury Depart-
ment to take action today on H.R. 8000
in order to reduce the balance-of-pay-
ments deficit. At the same time, another
Department has taken action that will
increase that deficit.

On February 13, the Secretary of Com-
merce clamped a quota on the export of
walnut logs and Ilimited those cxports
to about 40 percent of the amount ex-
ported last year.

Up untll the past 2 years, walnut logs
have been so chesp that farmers would
not, bother to plant them in woodlots
and would let them stand until they
were rotten or ruined for veneer pur-
poses. When the Itallan, German, and
Japanese economies improved, they
started buying furniture and wanted
walnut. That lifted the price until farm-
ers in the United States started selling
and replanting. Reducing the market
will surely result in a return to those
cheap prices of 2 years ago and discour-
aging the cutting of ripe trees.

Agriculture bills in the past few years
have been designed to encourage shift-
ing cropland to the production of tim-
ber. We can produce all the walnut logs
that are needed anywhere and should
expand production rather than reduelng
exports.

Everyone's attention seems to be di-
rected at reducing the balance-of-pay-
ments deficit by increasing exports, but
this sction reducing walnut log exports
was exactly to the contrary.

Attention is also being directed to de-
pressed areas in the Appalachin reglon.
They are among the areas that can pro-
duce walnut logs. This order takes away
part of their opportunity to earn a bet-
ter income. Although most walnut logs
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are grown in Missouri, Iowa, Iilinols,
Kenticky, Kansas, and Indlana, they are
also grown extensively in parts of South
Dakots, Nebraska, Oklahoma, Texas,
Louisiana, Arkansas, Alabama, Tennes-
see, Georgia, South Carolina, North
Carolings, Virginia, West Virginia, Mis-
sissippl, Pennsylvania, Maryland, Massa-
chusctts, Connecticut, Michlgan, Wiscon-
sin, Delaware, and New York.

To justify the order, the Department
press release sald it requires “B0 to 100
years' growth for veneer production.”
That simply is not true and our own Gov-
ernment publications from the Dcpart-
ment of Forestry so state. A publication
on black walnut by the Department
states that it takes 42 years to grow a
tree G6 feet tall and 12.3 inches in diam-
eter. In fact, we grow them in Iowa In
30 years. Veneer exporters buy trees 12
inches or more in diameter and we
should be selling these trees as they
ripen.

This order is no way directed at pro-
tecting growing timber which is not
ready for harvest. I would not object
to an order prohibiting exporting logs
under 12 inches in diameter if that were
necessary; but this order, in fact, pro-
hibits the export of timber that should
have been harvested ycars ago and will
decay if it 15 not harvested.

To fturther justify the order. the De-
parunent of Commerce vastly under-
estimated the supply of walnut timber.
In fact, they accepted the estimates of
the domestic walnut veneer lobby. They
estimated that only 18 percent of the
total volume of saw timber Is veneer
quality and that only 10 percent is raised
outside the Midwest. They also used the
Doyle scale to estimate board fect and
it admittedly underestimates the veneer
material In a log. They cannot secure
any competent evidence to support those
figures.

Plastics and substitutes are being de-
veloped. Other types of wood will also
be substituted. Unless reversed, this or-
der will undoubtedly result in a perma-
nent loss of part of an export markef.
It freezes our gosl for production at a
lower level than necessary.

This order Hmiting exports is thor-
oughly unjustified and I feel sure Sec-
retary Hodges based it upon errcneous
information. I hope he will reexamine
it and note that it is contrary to every
export policy and production policy we
have embarked upon during the past
several years. It is also contrary to the
policy of Congress expressed in the Ex-
port Control Act itself where it requires
thal controls be applied “In cooperation
with all nations with which the United
States has defense treaty commitments.”
The nations affected by this have treaty
commitments with us and vigorously ob-
ject as do our producers of walnut logs.

Prior to this export outlet, there had
been some unusual methods successfully
used to keep the price of walnut logs
low and the price of veneer high. This
should be thoroughly examined and not
tolerated any longer.

Action Is needed to reverse the order
of February 13 and I urge all Members
from walnut producing States and all
who want to reduce the balance-ei-pay-
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ments deflcit to not only vote for this
bill but also fight for a reversal of that
order imiting the export of walnut logs.

Mr. LTBONATI. Mr. Chairman, the
purpose of H.R. 8000 is to levy a tax
upon an American Investor or purchaser
of a foreign stock or bond, only if his
or her purchases are made from a for-
eigner. The taxz will reduce the outfiow
into these securities in a projected de-
termination—Afrst half of 1963—of from
$1Y, million to $11% million; during the
last 6 months of 1963 a savings of $1.8
million,

The tay was proposed because of the
critical results suffered in the purchases
by Americans in the first half of 1963
of nearly $2 »illion—practically dou-
bling the rate of 1962 and tripling the rate
of investrient in 1961. Thus our inter-
national payments became a critical
problem in an endeavor to balance our
internaticnal payments and was a deter-
mining factor In the payment deficit
of $5 billion at the annual rate in the
second quarter of 1963—a rate which
could nou be sustained. A limitation
date of Decemoer 31, 1965, considered
a sufficient time interval for the ac-
complishraent of its purposes—the im-
proved opportunities for investment in
the United States and perhaps also for=-
eign—and further the accomplishing of
the goal of $1 billion in Government ex-
penditures overseas.

The tax rate on foreign bonds is 15
pereent, while the rate is graduated from
2.75 to 15 percent on foreign bonds de-
pending upon the time of maturity. The
rate of the tax raises the cost of foreign
borrowing in the United States by about
1 percent per year. There is no tax if
the foreign secirity is purchased by an-
other American. The brokerage agen-
cies function in this capacity. The
Americar holder of foreign stock ean
sell it in the market designated for such
sale and escape the 15 percent charge
on the value of his or her stock. If a
purchase is made from a foreigner he
is subject to the tax. One liable for the
tax must file s quarterly interest—fail-
ure to do so results in a fine of $1,000 as
well as & criminal penslty for a wilful
failure to file--similar to violation im-
posed in the case of tax returns.

The fcllowirg questions and answers
are in conformity with the prescriptions
of the bi’l:

Question. Can an American escape the tax
by purch:sing foreign securities outside the
country?

Answer No. The liability for tax is in-
curred waether the purchase from a for-
eigner is ‘made within or outside the United
States. Fnforcement of this requirement
will be comparible to enforcement of in-
come tax provis.ons applicable to Americans
living abroad.

Question. Must information returns be
filed by brokers”

Answer Brokers will be required to report
purchases by them on behall of customers
who are liable for the tax.

Questicn. Are brokers required to with-
hold the tax cn the purchase of foreign
securities?

Answer No. The American purchaser
must file a retvrn and pay the tax.

Questicn. How does the seller establish
that he is an Arrerican?

Answer. Certificate of American ownership
forms have been supplied on which sellers

Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1



1964

certify that they are Americans, and pur-
chasers from them are not subject to the
tax. ‘These forms must be filed with the
seller’s broker, and a single form can suffice
for an entire brokerage account.

Question. Does the bill provide penalties
for executing false certificates of American
ownership? .

Answer. The willful filing of false certifi~
cates of American ownership is punishable
by a fine of not more than $1,000, imprison-
ment for not more than 1 year, or both;

Question. What 1s the effective date of the
tax?

Answer, The tax applies to purchases of
foreign securities made on or after July 19,
1963. This effective date is necessary to
avold an acceleration of foreign borrowings
during the period in which Congress iIs con-

sidering the proposal, which might cause.

irreparable damage to our balance of pay-
ments in the short term. In the case of
purchase made on stock exchanges, August
17, 1968, is the effective date.

Question. Why does the bill apply to out-
standing as well as new lssues?

Answer. Inclusion of outstanding issues
within the bill’s coverage will achieve bal-
ance-of-payments savings of as much as $500
million annually and prevent substitution of
untaxed outstanding securitles for taxed new
issues. If the tax did not apply to both new
and outstanding securities, it would be a
relatively simple matter for foreigners to sell
issues which they now hold on a tax-free
basis to Americans and use the proceeds to
Invest in new issues,

Question. Why does the tax apply to both
stocks and bonds?

Answer. Stocks are an alternate means of
ralsing capital for private forelgn borrowers
and failure to include them might cost $500
to $600 million annually in outflows.

Question. Does the tax apply to the pur-
chase of all forelgn debt obligations, regard-
less of maturity?

Answer. The tax does not apply to pur-
chases of obligations with less than 3 years
remaining to maturity. These short-term,
obligations play an important role 1n financ-
ing U.S. exports.

Question. Will the tax have a restrictive
effect on U.S. exports?

Answer. The bill has been carefully drawn
80 as not to interfere with export financing,
since an increase in exports is one of the
best ways of reducing the defieit in the
U.8. balance of payments.

Question. Does the tax apply to direct in-
vestments made by U.S. firms in foreign cor-
porations? . :

Answer. No fax is due if the American firm
owns 10 percent or more of the stock, or the
purchase brings ownership to 10 percent or
more, of the forelgn corporation since di-
rect investment of this type Implies a;tive
Pparticipation in the management of the for-
elgn corporation and is not concerned with
interest-rate differentials.

Question. How does the bill
loans?

Answer. Commercial bank loans; are ex-
cluded from tax if made by a bank in the
ordinary course of its commercial banking
business. This exclusion recognlzes the im-
portant role of commercial banks in fAnanc-
ing U.8, exports and the International busi-
ness of American firms.

Question. What is being done to prevent
use of the bank exclusion to avoid the tax
on otherwise taxable borrowings?

Answer, Because of the possibility of abuse
of the bank exclusion, the bill authorizes the
collection of data on foreign bank lending
to provide a basis for determining whether
this exclusion should be continued and, if
not, the way in which it should be modified.

Question. Does the tax apply to purchases
of securities of less developed countries?

Answer. No. The bill excludes from tax
nrchases of governmental securities of less

affect bank

developed countries as well as securities of
companies doing the bulk of thelr business
in less developed countries.

Question. Does the tax apply to new lssues
of all developed countries?

Answer. The bill provides that the Presi-
dent has authority to exemp’ new issues of
a forelgn country where he determines that
application of the tax to the securities of
that country imperils or threatens to imperil
the stabllity of the International monetary
system. In such a case, the United States
would want to avold disruption of the inter-
national payments system since this could
bring serious damage to our own economy
as well as to other countries. Such action
would be in accordance with the treaty
obligation of the United States to the In-
ternational Monetary Fund to help promote
exchange stability.

Question, Is it expected that this au-
thority will be exercised?

Answer. It is anticipated that new Cang-
dian issues will be exempted from tax.
This does not mean, however, that the U.S.
halance-of-payments gains we sought will be
sacrificed since the Canadians have under-
taken not to borrow in the U.S. market
amounts that would Inecrease their interna-
tional reserves. The exemption can be re-
voked or HMmited if Canadian borrowings
exceed amounts required to maintain their
International reserves and reach the ab-
normelly high levels of 1962 and early 1963,

Question. Does -the tax apply to foreign
companles controlled by Americans?

Answer, The bill excludes from tax for-
elgn corporations traded on U.S. stock ex-
changes if the principal market i1s in the
United States and more than 50 percent of
the stock is owned by Americans.

Question. What is the expected revenue
from the tax?

Answer. It 18 estimated that this bill will
result In an annusl revenue galn of up to
$30 milllon in a full year of operation,

The- passage of this legislation will
contribute to the protection of our econ-
omy in that the reduction of Invest-
ments (bonds and stocks) abroad will
serve to prevent the depletion of our
gold reserves and reduce the outflow of
our monetary deficits as a result of heavy
foreign investments.

Mr., PHILBIN. Mr. Chairman, I have
listened to the debate and have careful-
Iy studied the provisions of the bill,

It is clear that the primary objective
of the bill is to narrow the dollar gap

‘which, in all its implieations, is so mean-

ingful and threatening to our economy,
to the intesrity of the dollar, and to for-
elgn exchange.

I have addressed the House on several
oceaslons about this subject and I have
felt for a long while that urgent meas-
ures should be taken, not only to nar-
row but to eliminate the dollar gap at
the earliest possible date.

While I recognize that some construc-
tive valuable efforts have been made
which are now bearing fruit to some ex-
tent, there are many of us who will not
feel at ease about this matter until the
dollar gap has been completely elimi-
nated,

While this bill moves in this direction
even though the estimated gains are only
somewhat over a billion dollars a, year—
not a huge sum, to be sure, and not
enough to bring about the desired bal-
ance—I have some misgivings about
certain provisions of the bill,

I stated before and now reiterate that
I believe we must move to other more
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substantial items that are responsible for
the dollar gap before we can secure real
remedy and correction of this dislocation.
which gives rise to so much deep con-
cern. .

For example, as I have suggested be-
fore, if we would revise our trade poli-
cies and promote exports, bringing about
a better balance between imports and ex-
ports, and stop the steady flow of cheap
goods coming into this country, which
is ‘having such a bad effect upon our
economy, these would be an extremely
powerful force in reducing the dollar
gap.

If, in addition, we would streamline
our foreign aid program and bring it
into line more realistically with the
brinciples of economy, efficiency, ac-
countability, and orderly procedure, and
eliminate the waste and extravagance
that now unfortunately attend a large
bart of these activities, these also would
undoubtedly bring about the result we
80 urgently need of eliminating the dollar
gap within the foreseeable future.

I have some concern also about the
time limit that has been fixed in this bill
and the fact that it restricts and im-
bedes the flow of capital.

Nevertheless, since I am so anxious to
do something now to reduce the dollar
gap, I am willing to go along with this
measure with the hope that it may have
some good effects in helping to protect
the integrity of the dollar and that it is
a step forward toward closing this dan-
gerous gap entirely, once and for all.

I urge that the Ways and Means Com-~
mittee consider amendments to the trade
bill and that the Foreign Affairs Com-
mittee and the appropriate committees
initiate action to review and revise the
foreign aid bill in such ways as to nar-
row and ultimately close the dollar gap
that is hanging like the sword of Damo-
cles over our economy, the integrity of
the dollar, and international exchange.

Mr. LINDSAY. Mr. Chairman, T rige
in strong opposition to this bill. This
bill throws out the baby along with the
bath water. As correctly stated by the
dissenting minority members of the
Ways and Means Committee, “Tt is iso-
lationism on the part of a nation which
has undertaken as g major objective the
bromotion of free trade.”

Even & recitation of the text itself
should give pause. It is a governmental
blunderbuss which, under the cloak of
assisting the balance of bayments proh-
lem, will be counterproductive and will
hurt our ecountry in world markets., The
bill imposes a tax of 15 percent of the
actual value of stock at the time of trans-
fer where that stock is acquired by a U.S.
berson from a foreign obligor, or from
any foreigner for that matter, if the stock
is of a foreign issuer. :That is a rough
tax, and it will have a rough result on
U.S. expansion and investment abroad.
The tax on the transfer on debt obliga-
tions varies from 15 bercent on obliga-
tions with a maturity of 28Y% years or
more down to 2,75 percent for those with
a maturity of 3 to 3% years. :

I do not even think this is an honest
bill, because it excludes debt obligations
received by commercial banks in the
course of their business. And it also X~
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cludes Canadian securities. Again, as
pointed out by the minority, since most
lending abroad, and for the most part
foreign bonds, are purchased by institu-
tional investors such as banks, insurance
companies, and the like, the net effect is
to permit the bank to lend money abroad
Lax free, but to deny to the other institu-
tional investors the same right.

T believe that this bill will adversely
affect balance of payments in the long
run by restricting U.8. investment
abroad. I am surprised that this admin-
istration would press it, and 1 am sur-
prised that the majority side of the Ways
and Means Committee would be ~good
soldiers’” to this extent, The fact is that
the only real gain that our country has
shown in the balance of payments prob-
lem is reflected in the growth of private
investment income. This income hasin-
creased from $2.9 billion for 1960 to $4
billion for 1963. Exports can and should
be increased. But this bill will not im-
prove U.S. exports.

Of course, the final result of this bill
will be to drive the money market away
from the United States, away from New
York, and away from Americans. Even
conceding that it may have a temporary
beneficial impact on the balance of pay-
ments problem, this will slowly but sure-
1y reverse itself.

Tt seems to me clear that this bill dem-
onstrates what we often hear: That the
administration in Washington has no
conception whatever of the role of the
free enterprise system in the never-end-
ing struggle for a better life for all
people.

One might ask, what is the alterna-
tive? The alternative has been sug-
gested by many, but the suggestion fell
on deaf ears in the administration and
in the majority side of the Ways and
Means Committee. That suggestion is
simply that there be a capital lssues com-
mittee formed, which is the practice in
many other booming countries, and that
that committee make isolated decisions
about proposed borrowings that adverse-
ly affect the United States. The rejec-
tion of this proposal by our Government
was an error of enormous significance.

In closing, 1 should like to point out
that among others, one of the most dis~
tinguished New York bankers in the in-
vestment fleld, Mr. Harold L. Bache, di-
recting partner of Bache & Co., in his
testimony before the Ways and Means
Committee, made this constructive sug-
gestion.

He said:

1t is our belief that in lieu of the tax and
administrative action proposed by H.R. 8000
ihat the immediate implementation by the
Treasury of the President’s foregoing BUg-
gestion can achieve more prompt, effective
and desirable results. The formation of a
committee or committees of investment
bankers: commercial banks and trust COm-
panies; investment, charitable, and pension
fund trustees, and corporate financial officers
to be brought promptly into laison with our
monetary authorities can accomplish almost
at once the substantial elimination of all un-
necessary and self-seeking drains upon our
bhalance of payments.

Is it not better to initiate voluntary ac-
tion and to apply moral suasion to the
fundamentals of our problem than to im-
pose laws and taxes that are no more than
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rearguard action at i time of impending
crisis?

Mr Bache spoke for many when he
offercd this suggestion, and I regret that
it was not accepted.

Mr. Chairman, T hope that this bill is
defected.

Mr. REUSS. Mr. Chairman, 1 wish
to express my strong support for the in-
teres. equalization tax. This tax is in-
tend.d to discourage the governments
and iarge industrial corporations of ad-
vanced industrial countries from borrow-
ing capital funds in this countiy. By so
doinz. it will reduce a major source of
the balancc-of-payments deficit which
we have not yet succeeded in eliminating.

Before 1862, the volume of new for-
eign securities issues in the U.S. capital
mariet stayed in the range of $500 mil-
Yion to $600 million per year. In 1962,
new foreign issues climbed to over $1 bil-
lion. In the first two guarters of 1963,
befcre the request by President Kennedy
of t1e tax we are now considering, new
fore.gn issues rosc to an annual rate of
nea:iy $2 billion. This rald on our capi-
tal market was responsible for an in-
cresse in our overall balance-of-pay-
ments deficit on regular transactions
fror1 $3 billion in 1861 to $3.6 billion In
196> and to the alarming rate of $5 bil-
lion in the second gquarter of 1863.

The fact that the interest equalization
tax has been under consideration by Con-
gre: s reduced capital outflow due to new
foreign securities issues to an annual
rate of less than $450 millien in the
fourth quarter of 1983. This smaller
gutflow, in turn, helped to reduce our
overall payments deficit on regular trans-
act ons during the fourth quarter to an
annual rate of about $1.5 billion.

The interest equalization tax proposal
has had not only the advantage of cur-
tailing capital outflow and reducing the
U.S. payments deficit. It has also had
the highly desirable effect of encourag-
ing European countries to opcn up their
sheltered capital markets. During the
pa:t year, new foreign issues placed in
London alone have totaled nearly $100
million. Belgium raised $20 million;
Ttely, $15 million; the city of Copen-
haren, $15 million; Canon Camera Co.,
of Japan, $5 million; Takeda Chemical
Industries of Japan, $15 million; Nor-
wey, $10 million; and Austria, $¢18 mil-
licn. Many of these new issues would
ur.doubtedly have been placed with un-
derwriters in New York had it not been
for the pending interest equalization tax
proposal.

In view of our continuing serious bal-
arce-of -payments problems, it is hard to
find a good reason against this proposal.

The countries of Western Europe, Ja-
pen, and others, to which this tax will
apply have ample capital resources of
tkeir own. These are the wealthiest
countries in the free world. As a group,
they have monetary reserves in excess of
our own. They have no problems of per-
sistent payments deficit—in fact, many
have had persistent payments surpluses.
Without cxception, they still imit or
place obstacles o foreign borrowing in
thelr own markets. What sense is there
in keeping our Wall Street capital mar-
k-t wide open to such countries when we
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can do so only it the cost of increasing
our own balance-of-payments deficit and
by reducing our gold reserves?

Reputable FEuropean financial leaders
have been puzzled at our failure to limit
this source of payments drain in the
United States. Dr. Max Ikle, managing
director of the Swiss National Bank, said
in an October 20, 1962, speech:

The Swiss monetary authorities have re-
peatedly pointed out to their American col-
leagues tlrat, al-hough this willingness to
supply the world with capital is very generous
and deserves grititude, such generosity is
hard to ur.derstand if capital exports endan-
ger the T.S. batance of payments and its
currency. From pur point of view, we should
prefer equilibrivm in the balance of pay-
ments and reduzed caplital exports, because
we fecl it to be important for confidence in
the dollar to be restored as soon as possible.

A July 1963 article in the London Fi-
nancial Tlimes pointed out:

One of the silliest aspects of the interna-
tional financial scene at the moment is that
the continental countries, with far larger ex-
ternal reserves -han they know what to do
with, are regul:rly going to the New York
capital market for funds to finance their
developm nt ac'lvities.

They are thereby adding to the stress on
the U.S. balance of payments to such an ex-
tent that they : re having to be asked to put
normal collar :onvertible arrangements in
indefinite suspense, this so that the United
States can borryw from them on short term
the funds it neceds to sustaln its long-term
capital exports to them.

Mr. Robert Marjolin, vice president of
the Common Market Exccutive Commis-
sion, sa:d in New York yesterday that,
in the interest. of maintaining payments
balance betw:en the Common Market
and the United States. he hoped the
United States would take measures to
check its capizal outflow.

The Joint Fconomic Committee’s Sub-
commit.ee on International Exchange
and Parments, of which I have the hon-
or to be chaitman, considered this prob-
lem during its studies 2 years ago. The
subcommittec agreed unanimously. in
its December 1962, report, that limiting
access to the U.S. capital market should
be first on the list of stronger measures
this country should take if balance-of-
payments aroblems  persisted. The
Treasu y and the Ways and Means Com-
mittee deserve praise for working out the
proposal on which we vote today. I
urge a;l Mcmbers to support this obvi-
ous and sensible way to reduce our con-
tinuing balance-of-payments deficits.

Mr. MILLS. Mr. Chairman, I yield
10 minutes lo the gentlewoman from
Michigan [Mrs. GrIFrFiTHS], tO close de-
bate.

Mrs. GRIFFITHS. Mr. Chairman, as
a member of the Committee on Ways
and Means and also a member of
the Joint Economic Committee, this
question of the balance of payments has
conceined pie greatly.

The proposed interest equalizatiol
tax ncw befare us is one part of a comr
prehensive program designed to achiev:
lasting balance in our international ac
counts. The tax can only be evaluates
adequately -vithin the overall context o
the er.tire program and by comparing i
with alternative ways of achieving a
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equivalent reduction in the outflow of
U.S. portfolio capital.

Because the balance-of-payments
problem is so difficult and complex, it
has been recognized from the first that
reliance could not safely be placed upon

_any single measure. Instead it has been
necessary to persevere with a coordi-
nated attack designed to achieve savings
in all major areas of our balance of\pay-
ments. '

Heavy emphasis has been placed upon
fiscal measures such as the 7-percent tax
credit for domestic investment in ma-
chinery and equipment, the administra-
tive liberalization of depreciation, and
this year's individual and corporate in-
come tax reduction. These measures
will exert a powerful, but gradual, im-
provement in our international compe-
titive position through the incentives
they provide for a more rapid rate of
domestic investment and technological
advance. They also have a directly
beneficial effect upon our balance of
payments by the encouragement they
give to foreign investment here—and
to the domestic employment of funds
rather than their export. abroad in the
form of vortfolio or direct investment.

In order to achieve, this permanent
strengthening of our international com-
petitive position, it has also been recog-
nized that costs and prices must be held
in check at home. Cost-price stability
not only facilitates the expansion of our
exports—it also insures that the normal
increase in imports caused by rising lev-
els of domestic activity will not be aggra-
vated by a general lack of competitive-
ness. Our wholesale price index has re-
mained virtually stable for the past 6
years, in contrast to rising prices in most
other countries. However, competition
remains keen in important world mar-
kets. Any tendency for our own costs or
prices to rise relative to those of our
major foreign competitors would prevent
the early attainment of balance that we
must achieve.

Thus, domestic expansion at stable
prices provides the longrun basis for bal-

- ance-of-payments equilibrium. How-
ever, the need for early and substantial
reduction_of our deficit has been so ur-
gent that we could not safely await the
operation of longrun correctives. In-
stead, it has been essential to proceed
with a broad array of other measures to
improve specific sectors of the balance
of payments. For example, tax reduc-
tion and cost-price stability have been
supplemented by direct steps to foster ex-
ports—creation of broad facilities for ex-
port credit insurance and financing,
negotiation of tariff reductions, develop-
ment of new markets abroad, encourage-
ment of U.S. businessmen o export, and
efforts to remove ocean freight rate dis-
crimination against U.S. exports.

The full effect of these measures has
not yet been registered, but our mer-
chandise exports did increase by more
than 6 percent during 1963 to a record
level of almost $22 billion.

Government expenditures abroad have
been cut substantially. By the end of
this year we will have made a $1 billion
reduction. in our 1962 rate of oversea
Government expenditures, Net military

expenditures have already dropped sig-
nificantly and additional declines are
scheduled. Acquisition of strategic ma-
terials from abroad is being held to the
minimum consistent with national se-
curity requirements. The dollar cost of
foreign aid programs has been steadily
reduced by tying an increasingly large
proportion of aid to purchases of U.S.
goods and services.

In the area of capital transactions, our
efforts until mid-1963 were concentrated
in two broad areas:

First, monetary and debt management
policies were coordinated to avoid plac-

" ing undue downward pressure upon U.S.

short-term interest rates. This policy
was pressed one stage further, in mid-
1963, when our discount rate was raised
by one-half of 1 percent. The needed
alinement of our short-term rates with
foreign short-term rates was accom-
plished without affecting the ready
availability of credit for domestic pur-
poses. For example, long-term-mortgage
rates, so important for residential con-
struction, actually declined last year and
are as low as in any year since 1958.

Second, through the willing coopera-
tion of foreign countries, special trans-
actions were undertaken to provide addi-
tional time for longer run measures to
bring our accounts into balance. These
special transactions included debt pre-
payments by foreign countrics, advance
payments on our milifary exports, and
the issuance—beginning late in 1962—
of special nonmarketable medium-term
Government securities to foreigh mone-
tary authorities.

Thus action had been taken on a
broad front. Prior to mid-1963, however,
no direct steps were taken to reduce the
outflow of private long-terra portfolio
capital. T.S. officials had urged the de-
sirability of a more rapid development
of the extremely narrow and relatively
inefficient European capital market fa-
cilities in view of the very great strain
that could result from the concentration
upon the New York market of the rapid-
ly growing foreign demands for capital.
However, there was an- understandable
reluctance upon the part of the U.S. Gov-
ernment to interfere, no matter how
selectively, with the free operation of the
long-term capital market. But by July
of last year, there was no alternative but
to act and to achieve some temporary
moderation of the swelling volume of
foreigh long-term borrowing in New
York. )

Purchases by Americans of new for-
eign security issues doubled between
1961 and 1962, rising from about $550
million in 1961 to more than $1 billion
in 1962. In the short space of the first
6 months of 1963, net purchases rose
again to just over $1 billion. This an-

nual rate of about $2 hillion more than.

tripled the sizable 1961 rate of purchases.

In the face of so torrential an out-
flow, there was no prudent alternative
to direct action. Already the steady im-
provement achieved in all other major
sectors of the balance of payments had
been undercut, and as a result the sec-
ond quarter balance of payments deficit
on regular transactions reached an an-
nual rate in excess of $5 billion. Even
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more ominously, there were no signs that
any spontaneous reduction of foreign
long-term borrowing was in prospect.
To the contrary, there was detailed and
unmistakable evidence that the demands
of borrowers from other industralized
countries were sure to accelerate even
further. That acceleration could not be
allowed to proceed unchecked, since the
continuation of very large balance-of-
payments deficits soon would have
threatened to imperil the position of the
dollar and the stability of the entire
international financial system.

In this situation, the late President
Kennedy presented his special message
on the balance of payments on July 18,
1963, including the proposed interest-
equalization tax as one part of the special
action program. The dramatic improve-
ment in our balance of payments dur-
ing the second half of 1963 testifies to
the success of that action program as
well as to the cumulative effects of the
policies undertaken in previous years.

The deficit on regular transactions
which averaged $4.5 billion during the
first half of 1963 was reduced to less
than $1.6 billion during the last half.
The deficit for the full year of $3 billion
was down only about $600 million from
1962 but the substantial progress in the
last half of the year was very encourag-
ing. The influence of the proposed in-
terest equalization tax is unmistakably
revealed in the statistics on long-term
capital movements. Between the first
and, second halves of the year there was
a net improvement on an annual rate
basis estimated at almost $1.3 billion in
new security issues and a further im-
provement of about one-half billion
from trading in outstanding securities.

There is no question, therefore, that
action was imperative—and that the in-
terest equalization tax has been ex-
tremely effective. The only remaining
question is, How does the interest
equalization tax compare with alterna-
tive measures capable of sharply reduc-
ing the outflow of U.S. long-term port-
folio capital from mid-1963 levels? The
scale which those outflows had reached
and the potential they had for further
enlargement made the need for some
action self-evident. There was, and is,
no case for inaction.

Nor it does not meet the issue to refer
somewhat vaguely to cuts in balance-of-
payments expenditures in other cate-
gories as a solution. Savings were, and
are, being made in every other balance-
of-payments category, especially and
particularly in those expenditures di-
rectly under Government control. But
no extra cuts in those expenditures were
practical on a scale that could have
made room for the swelling demands of
foreign borrowers and at the same time
achieved a net reduction in our balance-
of-payments deficit. Indeed, the acceler-
ating scale of portfolio outflows in early
1963 threatened very quickly to over-
whelm all of our efforts in other direc-
tions.

It is true that the needed reduction in
American purchase of foreign securities
might have been achieved in other ways.
I would like to consider briefly the three
chief alternatives to the interest equali-
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zation tax and compare them with the
course of action proposed in H.R. 8000.
These are:

First. A general increase in U.S. long-
term interest rates.

Second. The use of a Capital Issues
Committee to allocate available funds to
foreign borrowers.

Third. The direct prohibition of cer-
tain U.S. investments abroad.

One solution to an excessive export of
long-term capitrl would have becn a
general tightening of credit and an in-
crease in long-term interest rates. The
inerease in long-term fAnancing costs
that resulted would divert some foreign
borrowers to other capital markets.
Higher interest rates domestically would
attract a larger volume of funds, some
of which would be drawn from abroad.
The balance of payments would benefit
both from the reduced outflow to foreign
borrowers and the increased inflow from
foreign lenders. The external effects of
higher long-term interest rates would
therefore have been entirely appropriate
for our situation—if external effects
were all that mattered. Indeed, the pro-
posed interest equalization tax is simply
a way of achieving these balance-of-pay-
ments effects without also experiencing
the Internal effects upon the domestic
business situation that a general increase
in long-term interest rates would cause,

The necessarily restrictive impact upon
the demestic economy of tighter credit
and higher long-term Interest rates
would have come at a time when unem-
ployment was excessive and industrial
capacity was underutilized. The harm-
ful effects of sharply restrictive monetary
policy in such e situation are too obvious
to need any extensive elaboration. Even
if the costs of enforced deflation could
be borne, no lasting benefit to the bal-
ance of payments could be expected. A
depressed economy does not achieve
rapid strides in productivity or provide
strong incentives for the domestic use of
savings, both of which are essential for
improvement in our balance of payments.
The internal cost of higher long-term
interest rates would have been heavy and
the weakening of the domestic economy
would have carried us away from, rather
than nearer to, our gosal of balance-of-
payments eguilibrium.

An additional factor working against
any attempt to increase long-term inter-
est rates is the very abundance of U.S.
savings. In order to have forced long-
term interest rates sharply higher &t a
time when long-term funds were in
ample supply, it would have been neces-
sary to contract the money supply in a
drastic way. This could very easily have
led to such unsettling effects upon busi-
ness and investor confidence gs to have
canceled any temporary balance-of-
payments benefit accruing from higher
long-term interest rates.

The second alternative to the interest
equalization tax would have abandoned
reliance upon the market mechanism and
would have substituted administrative
determination—by some form of Capital
Issues Committec—of the particular for-
cign securities that could be sold in our
markets.
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The administrative difficulties that
lurk beneath the surface of such a pro-
posal are ominous. No serious attempt
could be made by the Capital Issues Com-
mittee to regulate or otherwise super-
vise trading in outstanding securities
since the survelllance of thousands of in-
dividual transactions would be required.
Consequentily, it would be necessary as
a matter of practical administration to
excmpt trading in outstanding securities
from the need for administrative ap-
proval. This move would have deprived
us of the benefit of a $500 million annual
saving. Efforts by the Capital Issues
Commitlee to limit American purchases
of new foreign security issues would be
seriously compromised by the existence
of unimpeded trading in outstanding
securities. It would mean that new is-
sues would have to be almost entirely
prohibited to achieve the same payments
beneflts that are in sight from the equal-
ization tax.

A voluntary form of Capital Issues
Committee would not work. Inevitably
there would arise strong incentives for
individual enterprises to interpret any
voluntary guidelines established by the
Capital Issues Committee in the light of
their impact upon their own peosition re-
lative to that of competitors. Pressures
upon the entire system would soon be-
come intolerably great where it was sus-
pected, or known, that some firms were
not conforming closely to the intent of
the preogram. This would inevitably
mean that, to be eflective, & Capital Is-
sues Commitiee would have to be Gov-
ernment operated-—as it, in fact, is
wherever this system is used abroad. It
would have been both unnecessary and
unwise to give this sort of arbitrary
power to Government officials.

A third, and highly undesirable, al-
ternatlve would then become virtually
unavoidable, Direct Government can-
trols over long-termi foreign invest-
ment—including the outright prohibi-
tion of certain types of transactions—
mizht then appear the only available
course of effective action. The very
great undesirability of such a develop-
ment is certainly evident. It would
have carried us the full distance from
dependence upon the operation of im-
personal. objective market mechanisms.
It would unmistakebly mean an instru-
sion of Government into the processes of
individual decisionmaking that this
country has not been willing to tolerate
during peacetime.

The overwhelming advantage of the
{nterest-equalization tax, to my mind, is
twofold. First, it will during an interim
period hold the outflow of long-term
portfolio capital to amounts consistent
with the early removal of our balance-
of-payments deficit. Second, tn contrast
to the avallable alternatives, it will
neither increase domestic borrowing
costs nor depart from the tested prin-
ciple of maximum reliance upon the
market mechanism.

I should like to say to my colleagues
on the left side of the alsle that I alsoam
one of those who when this bill was orig-
inslly presented to the Congress of the
United States was In opposition to it. I
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also realize that the return on invested
capital abroad has been one of the fac-
tors in cutting down on our balance-of-
payments deficit. But after all this is
sald, I am sure that all of us agree that
it is absolutely essential as a Nation
that we do scmething to stop the outflow
of gold. .

¥You will recall, I am sure, Mr. Chair-
man, wvhen President Eisenhower sug-
gested that the wives and children of
Army officers and enlisted men not he
permitied to join them in their foreign
posts of duty. This was an attempt to
stanch the cutflow of gold. This was
an attempt to help turn the balance of
paymeiits in >ur own favor. But the ef-
fect was not a good effect. It posed
obvious difficulties for the families and
it really did not do much to decrease
the drain on aur gold.

I disagree heartily that a quota sys-
tem would be better than this tax. Even
with this tax our money market still re-
mains the freest money market in the
world. But our market would not re-
main free with a quota system. This tax
is merely an attempt to try to equalize
the interest paid here for foreign bor-
rowings with the interest that one would
pay in a foreign country, I{ does not
interfer with the normal market mech-
anlsm.

Of course there are other things we
could do. We could stop tourists from
going abroad. We could limit the amount
of money that they could spend in the
same pilanner as other countries have
stopped their tourists coming here from
bringing more than a certain amount of
money. These are all within our power.
But is this really the way we want to
handle this problem?

All we are now asking is that the
people who borrow money in our mar-
kets pay something close to the amount
of interest that they are paying in their
own merkets. It has been said, and well
said, that the net effect of our efcient
low-int:rest market has been to enable
foreign businesses to come to our mar-
kets and to permit foreign governments
to bulld all ~ypes of governmental en-
terprises witih funds obtained here at
these low-interest rates.

I would like to say that when the
bill was originally presented, I looked
askance—but I was born in Missouri,
Mr. Chairmen, and when I looked at
the actual figures involved I realized that
someth .ng miist be done, In the period
1960-63 we increased our commercial
balance and decreased our net military
outlays made from offshore funds. We
should have neen-$2 billion better off in
our balance of payments because of these
changes. )

But what happened? In 1963, in the
second quarter, the deficit increased to
an annial raze of nearly $5 billion. This
increas2d deficit was due largely to in-
creased capital outflows.

When the President made this pro-
posal, and I rapeat once again, it shocked
me. Bit when this proposal was made
the balance-of-payments deflcit was re-
duced from an annual rate of $4.5 bil-
lion in she first half of 1963 to an annual
rate of $1.6 blllion in the second half of
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1963. Of this improvement, $1.8 billion
was attributable to a decrease in capital
outflow.

To me, the proof of the pudding is in
the eating.

Mr. GROSS. Mr. Chairman, will the
gentlewoman yield?

Mrs. GRIFFITHS. I yield to the
gentleman.

Mr. GROSS. Does the gentlewoman
attripute that in substantial part to the
loaning of private money?

Mrs. GRIFFITHS. Yes; I do.

Mr. GROSS. Or is this the total pic-
ture?

Mrs. GRIFFITHS. Yes; I do attribute
this in substantial part, sir, to the loan-
ing of private money—the figures show
it.

Mr. GROSS. What was the gentle-
woman’s attitude the other day on the
International Development Act?

Mrs. GRIFFITHS. I would like to say
to the gentleman—I did not say anything
about it—but I was vastly shocked. It
wags the first time I have ever heard of
America, being able to send a dollar
abroad where we paid, I believe, 42 cents
and other countries pald 58 cents; and
where it would not have really been un-
der the Secretary of State but under a
banker like Eugene Black or some other
person. When I saw my conservative
iriends vote against it, it practically
curdled my blood.

Mr. GROSS. In relation to this bill,
this is non-interest-bearing money. No
matter how many cents on the dollar you
are trying to reduce it, this is not inter-
est-bearing money. You do not even get
anything back on the principal. Does
this not fly in the face of what you are
suggesting: today?

Mrs. GRIFFITHS. We are today
talking about private loans.

Mr. GROSS. Yes, but under the In-
ternational Development Act you are
sending money—sending dollars abroad
for which you get nothing in return for
10 years. .

Mrs. GRIFFITHS. I was in hopes
though in that particular in the Inter-
national Development Act since it was
going to be administered by a banker-
type mind, we would have some chance
of getting some money back., I love the
idea of these 16 other nations putting in
some money. ,

Mr. GROSS. I will say to the gentle-
woman, this is not going to help., If this
program. is continued—if the Interna-
tional Development ‘Act program is con-
tinued, it cannot help the balance of
payments insofar as we are concerned
and I am sure the gentlewoman realizes
that.

Mrs. GRIFFITHS. I am sorry that
basically the International Develop-
ment Act will not necessarily at that
exact minute help. But it will help im~
mensely if some other nations on their
own are able to buy more of our products
instead of borrowing more of our money
at our lower interest rates, The bill
which we are discussing today is de-
signed to equalize interest rates between
their countries and our country and to
stanch the outflow of gold. Since its
announcement, this bill has ajready
proved that it can do that.

Now, Mr. Chairman, I would like to
say that withoyt this bill we are boxed
in. If we today defeat this bill, within
a week there will start to be a much
greater drain of gold from this country
and much greater efforts will have to be
made to stanch that flow of gold.

This is one of the critical questions in
America today. President Kennedy of-
fered a remedy with which I did not
then agree, but as I have watched this
work, T have been convinced. .

I urge, Mr. Chairman, tha$ this bill
be supported as an aid in solving a very
serious problem facing this country.
~ Mr. GROSS. Mr. Chairman, will the
gentlewoman yield?

Mrs. GRIFFITHS,
gentleman from Iowa.

Mr. GROSS. Let me see if I have this
straight. The loans which have been
made are hard loans, are they not?
They are private loans to foreign coun-
tries?

Mrs. GRIFFITHS.
talking about this bill?

Mr. GROSS. What I wish to know Is
whether the passage of this bill will dry
up the loaning of money by private
sources.

Mrs. GRIFFITHS. No, indeed.

Mr. GROSS. There are hard loans to
foreign countries. If those are not made,
then will we have to appropriate more
money out of the taxpayers pockets to
provide more soft loans, as under the
termis of the International Development
Act?

Mrs. GRIFFITHS. I would say to the
gentleman from Iowa that this certainly
will not force us to make additional
loans under the International Develop-
ment Act. The real truth, sir, is that
at the very moment they are building
governmental and private enterprises in
European and other countries of which
you probably disapprove,! because thelr
businessmen are coming into our money
market for our low-interest-rate money
and building their enterprises with this
money.

Mr. BYRNES of Wisconsin. Mr.
Chairman, I yield such time as he may
consume to the gentleman from New
York [Mr. BARRY].

(Mr. BARRY asked and was given per-
mission to revise and extend his re-
marks.) :

Mr. BARRY. Mr. Chairman, in order
to make this bill “less bad” i Is unfor-
tunate that the Ways and Means Com-
mittee did not adopt the proposal aimed
at making this measure leéss onerous by
excluding from the proposed tax all
forelgn - securitics—whether stocks or
bonds—already outstanding as of the
effective date of the law, thus limiting
its application to new securities issues.
Among the reasons for this proposal,
were clted the fact that first, there has
been no foreign exchange loss due to
trading in such outstanding securities

I yield to the

Is the gentleman

in the last seven calendar quarters, if

allowance is made for trades in outstand-~
ing issues of international institutions
which would, in any case, remain unaf-
fected by the tax. On the contrary, trad-
ing in all other outstanding securities
has produced a modest foreign exchange
gain—malinly due to net sales of Cana-
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dian securities; second, exempting out-
standing securities from the tax would
eliminate the present “dual pricing”
which causes prices higher than those
prevailing abroad to be paid in some in-
stances for identical securities provided
the seller is a U.S. national, which may
be construed as reflecting unfavorably
on the dollar; and, third, whereas some
kind of control over new issue activity

prevails it most foreign financial centers

and will thus not reflect on the role of
the New York capital market as an inter-~
national financial center, taxing pur-
chases of existing foreign securities from
foreigners would—and already has—
created this effect.

In executive session the Treasury
argued against this proposal on the
grounds that it would leave open a
loophole by permitting foreign issuers
to float new securities in this market
which would remain free of the pro-
posed tax to the extent that the se-
curities. so issued are purchased by oth-
er foreigners while, at the same time,
such foreigners could finance these pur-
chases by selling here similar foreign
securities already in circulation. We be-
lieve that this criticism rests on a mis-
apprenhension eoncerning the nature of
the investment banking business. New
issues, particularly foreign dollar bonds,
are generally bought by our domestic fi-
nancial institutions, such as insurance
companies, pension funds and univer-
sities in large blocks at an issue price
sufficiently competitive to create an in-
centive for purchase. Once distributed,
however, these bonds usually remain in
firm hands. Poreign institutions pur-
chasing such bonds here in New York,
on the other hand, often represent num-
erous smaller investors who hold on an
average perhaps no more than 10 or
15 bonds. It would, therefore, not be
technically feasible to offer to an Amer-
ican institutional buyer sufficiently large
blocks at a competitive price to permit
the kind of evasion cited above. Any at-
tempt to do so would merely drive up
the price of the old bonds and thus frus-
trate any such attempted evasion.

Given the above facts, I remain of the
opinion that, if H.R. 8000 is to be en-
acted, this proposal would at least have
served to make it less restrictive and
more practical during the limited period

‘of its validity.

[Mr. PATMAN addressed the Commit-
tee. His remarks will appear hereafter
in the Appendix.]

The CHAIRMAN. All time has ex-

- pired.

Under the rule, the bill is considered -
as having been read for amendment, and
the committee amendment in the nature
of a substitute now in the bill shall be
considered as an original bill for the
purpose of amendment, and is consid-
ered as read.

The committee amendment is as fol-
lows:

Be it enacted by the Senate and House'
of Representatives of the United States of
America in Congress assembled, N
SecTION 1, SHORT TITLE, ETC.

(a) Ssort TrrLE—This Act may be cited as
the “Interest Equalization Tax Act of 1963".
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(b) AMENDMENT OF 1964 Conr.—Except ns
otherwise expressly provided, whenever in
this Act an amendment 1s expressed In terms
of an amendment to a sectlon or other pro-
vision, the reference shall be considered to be
made to a section or other provislon of the
Internal Revenue Code of 1954,

SEC. 3. INTEREST EQUALIZATION Tax.

(a8) IMposiTION OF Tax—Subtitle D (re-
lating to miscellaneous excise taxes) Ia
amended by adding at the end thereof the
following new chapter:

“CHAPTER 41 —INTEREST EQUALIZATION TAX

“Sec. 4911. Imposition of tax.

“‘Sec. 4012. Acquisitions.

“Sec. 4913. Limitatlon on tax on certailn ac-

guisitions.

“Sec. 4014. Exclusion for certaln acquisitions.

‘‘Sec. 4915. Exclusion for direct investments.

“Sec. 4918. Exclusion for investments in less
developed countries.

Exclusion for original or new is-
sues where required for inter-
national monetary stabllity.

Exermnption for prior American
ownership.

‘“Sec. 4819, Sales by underwriters and dealers

to foreign persons.

“Sec. 4920. Definitions.

“Sec. 4911. IMPOSITION OF Tax.

“(a) IN GENERAL—There s hereby lm-
posed, on each acquisliion by a United States
person (as defined In eection 4620(a)(4)) of
stock of a foreign issuer, or of a debt obliga-
tion of a foreign obligor (if such obligation
has a period remalning to maturity of 3 years
or more), a tax determined under subsection
(b).

“(b) AMOUNT OF Tax.—

“{1) 8rock.—The tax imposed by subsec-
tion (a) on the acguisition of stock shall be
equal to 15 percent of the actual value of the
stock.

"(3) DEBT OBLIGATIONS —The tax imposed
by subsection (&) on the acquisition of a
debt obligation shall be equal to & percentage
of the emctual value of the debt obligation
measured by the period remaining to its ma-
turity and determined in accordance with the
following table:

“Sec. 4917.

“Sec. 4918,

The tax. as a

percentage of

“If the period remalning to actual value,
maturity is: is:

“At least 3 years, but less 2.75 percent
than 315 years.

At least 3% vyears, but 3.55 percent
less than 434 years.

At least 414 vears, but 435 percent
less than &§'4 years.

At least 5% years, but 510 percent

less than 614 years.

Al least 8! vears, but
less than 714 years.

At least 74 vyears, but
less than 84, years.

At least 8'% years, but
less than 915 years.

At least 9% vears, but
less-than 101, years.
At least 10!, years, but
less than 111; years.
At least 11, vears, but
less than 13!5; years.
At least 13l years, but
less than 16!, years.
At least 1614 vears, but
less than 1815, years.
At least 181, years, but
less than 2115 years.
At least 21Y% vyears, but
less than 231, years.
At least 23% years, but
less than 2615 years.
At least 261 years, but
less than 28!, years.
2814, vears or more...___

5.80 percent
6.50 percent
7.10 percent
7.70 percent
8.30 percent
$.10 percent
10.30 percent
11.35 percent
12.25 percent
13.05 percent
13.76 percent
14.35 percent

15.00 percent.”

CONGRESSIONAL RECORD — HOUSE

*{¢) PERSONS LIABLE POR TAX —

“{1) IN Gengrar—The tax Imposed by
subsection (a) shall be pald by the person
acquiring the stock or debt obligation in-
voived.

"(2) CROSS REFERENCE.—

“For imposition of penalty on maker of
fuise certiflcate In lleu of or in addition to
tax on mequisition in certain cases, see sec-
tion 8681.

“(dy TeErMINATION oF Tax—The tax Im-
posed by subsection (&) shall not apply to
any acquisition made after December 31,
1¢85.

“HEC, 4812, ACQUISITIONS.

“{a} IN GEnNERAL —For purposes of this
chiapter, the termn ‘mcqulsition’ means any
purchase, transfer. distribution. exchange, or
other transaction by virtue of which owner-
shilp Is obtalned either directly or through a
naominee, custodian., or agent. A United
Srates person acting as a fiscal agent in con-
nection with the redemption or purchase for
retirement of stock or debt obligations
(whether or not acting under a trust ar-
rangement) shall not be consldered to obtain
ownership of such stock or debt obliga-
tions. The exercise of a right to convert
a debt obligation {(as defined in section
4020(a) (1)) into stock shall be deemed an
acquisition of stock from the foreign issuer
b the person exercising such right. Any
extension or renewa! of an existing debt
abligation requlring aflirmative action of the
obligee shall be considered the acquisition
of a new debt obligation.

*(b) SrEciaL RurLes.—For purposes of this
chapter.—

{1} CERTAINM TRANBFERS TO FOREIGN
TEUSTS.—ANY transfer (other than i{n a sale
or exchange for full and adequate congidera-
tion) of money or other property to a foreign
trust shall, if such trust acquires stock or
debt obligations (of one or more foreign
is uers or obllgors) the direct acgquisition of
waich by the transferor would be subject
W the tax Imposed by section 4811, be deemed

-an acquisition by the transferor (as of the

time of such transfer) of stock of a foreign
issuer in an amount equal to the actual
vulue of the money or property transferred
v, if less, the actual value of the stock or
«d:-ht obligations so acquired by such trust.
Cnrntributions to a foreign penston or profit-
sharing trust established by an employer,
made by an employee who performs personal
services for such emplover on a full-time
bisls in a foreign country (and ls not an
owvner-employec as defined In section 401
{¢)(3)). shall not he considered under the
preceding sentence as transfers which may
be deemed acquisitions of stock of a foreign
is3uer.

“(2) CERTAIN TRANSFERS TO FOREIGN COR-
PORATIONS AND PARTNERSHIPS.—ANY transfer
o! money or other property to a forelgn cor-
poratlon or a foreign partnership—

“(A} as a contribution to the capital of
such corporation or partnership, or

“(B} In exchange for one or more debt
onligations of such corporation or partner-
ship, if it Is a foreign corporation or part-
nerghip which is formed or avalled of by
the transferor for the princlpal purpose of
ac-quiring (in the manner described in sec-
tion 4915(¢c) (1) an interest in stock or debt
obligations the direct acquisition of which
by the transferor would be subject to the
tex timposed by section 49811, shall be deemed
an acquisition by the transferor of stock
of m foreign corporation in an amount equal
to the actual velue of the money or prop-
erty transferred.

{3} ACQUISITIONS FROM DOMESBTIC CORPO-
RATION OR PARTNERSHIP FORMED OR AVAILED OF
Ti) OBTAIN FUNDS FOR FOREIGN ISSUER OR OB-
LiGoR.~—The acquisition of stock or a debt
obligation of a domestic corporation (other
than a domestlc corporation described in
section 492G(a) (3) (B) ), or a domestic part-
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nership, formed or availed of for the prin-
cipal purposc of obtalning funds (directly
or indirectly) for a forelgn issuer or obligor,
shall be deemed an acguisition (from such
foreign issuer or obligor) of stock or a debt
obligation of such foreign Issuer or obligor.

“(4) REORGANIZATION EXCHANGES.—ADNY ac-
quisition of stock or debt obligations of a
foreign issuer or obligor in an exchange to
which section 354, 355. or 356 applies (or
would, but for section 367, apply) shall be
deemed. an acquisition from the foreign 1s-
suer or obligor in exchange for its stock or
for its lebt obligations.

“Sec.. 1913. LIMITATION ON TAX ON CERTAIN
ACQUISITIONS,

“{a) CERTA'N SURRENDERS,
RENEWALS, AND EXERCISES —

“(1) General RULE—If stock of a debt
obligation of a foreign issuer or obligor is
acquired by 1 United States person as the
resuit of—

“(A) the surrender to the foreign obligor,
for cancellation, of a debt obligation of such
obligor.

“(B) the extension or renewal of an exist-
Ing debt obligation requiring affirmative ac-
tion ol the obhligee; or

“(C) the exercise of an option or simlilar
right t> acquire such stock or debt obliga-
tion (or a right to convert a debt obligation
into stock),
then the tax imposed on such acquisition
shall n>t exceed the amount determined un-
der paragraph (2) or (3).

“(3) GENERAL LIMITATION.—Except iIn
cases 10 which paragraph (3) appllies, the
tax imposed upon an acqulisitlon described
in paragraph (1) shall be limlited to—

“(A) the amount of tax Imposed by sec-
tion 4£11, less

“(B) the ainount of tax which would have
been irnposed under section 4911 If the debt
obligation wkich was surrendered, extended,
or renewed, o~ the option or right which was
exerclised, ha«d been scquired In a transac-
tion subject to such tax immediately before
such surrendor, extension, renewal, or exer-
clse,

For purposes of thls paragraph, a defaulted
debt obligation of the government of a for-
eign country or a political subdivision there-
of (or an agency or instrumentality of such
a goveinment) which has been In default as
to prircipal jor at least 10 years and which
i8 surrendere:! in exchange for another debt
obligation of that government (or agency
or instrumentality) shall be deemed to have
an actual vilue and perlod remalning to
maturity equal to that of the debt obliga-
tion acquired.

{3} SPECI.L LIMITATIONE.—

“({A) CONVEIRSIONS OF DEBT OBLIGATIONS
INTO STOCK.—-The tax imposed upon an ac-
quisition of stock pursuant to the exercise
of a right to convert a debt obligation (as
define¢ fn scction 4920(a)(1)) into stock
shall te llmized to—

“{1) the arnount of tax which would have
been 1mposed by section 4811 if the debt
obligation, pursuant to section 4920(a) (2)
(D)., bad becn treated as stock at the time
of its acquisition by the person exercising
the right (or by a decedent from whom such
person acquired the right by beguest or in-
heritance or by reason of such decedent's
death), less

“(i1l) the amount of tux paid by the per-
son exercising the right (or by such decedent)
as a rzsult of the acquisition of the con-
vertiblz debt obligation.

*(B) EXERCISE OF CERTAIN SHAREHOLDERS'
RIGHTS —The tax lmposed upon an acquisi-
tion of stock or a debt obligation of a for-
eign corporatlon by a United States person
who i« a shareholder ol such corporation,
where- -

(1} the s-ock or debt obligation is ac-
quired pursuant to the exercise of an option

EXTENSIONS,
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or.similar right to acquire such stock or debt
obligation which was acquired by such per-
son in a distribution by such corporation
with respect to its stock; and

“(i) such option or right by its terms
expires or terminates within a period not
exceeding 90 days from the date so dls-
tributed to him,
shall be limited to the amount of tax which
would have been imposed by section 4911 If
the price pald under such option or right
were_the actual value of the stock or debt
obligation acquired. ’

“(C) CERTAIN EMPLOYEE STOCK OPTIONS.-—
The tax Imposed upon an acgquisition of stock
of a foreign issuer by a United States person
pursuant to the exercise of an option or
similar right described in section 4914(a) (7)
shall be limited to the amount of tax which
wotuld have been imposed under section 4911
1f the price paid under such option or right
were the actual value of the stock acquired.

“(b) CERTAIN TRANSFERS WHICH ARE
DEEMED AcQUISITIONS—The tax imposed
upon an acquisition which is deemed to
nave been made by reason of a transfer of
money or other property to a foreign trust,
or a forelgn corporation or partnership, as
described in section 4912(b) (1) or (2), shall
be limited to— .

“(1) the amount of tax imposed by section
4911, less

“(2) the amount of tax pald by the trans-

feror as the result of the transfer being

otherwise taxable as ah apguisition under

this chapter.

Sec. 4914, ExcLusioN For CERTAIN ACQUISI-
TIONS

“(a) TRANSACTIONS NOT CONSIDEREDP AcC-
QuisiTIONS.—The term ‘acquisition’ shall not
include—

“(1) any transfer between a person and his
nominee, custodian, or agent;

“(2) any transfer described in section
4343(a) (relating to certain transfers by
operation of law from decedents, minors, in-
competents, financlal institutions, bank-
rupts, successors, foreign governments and
altens, trustees, and survivors);

“(3) any transfer by legacy, bequest, or
inheritance to a United States person, or by
glft to a United States person who is an
individual;

“(4) any distribution by a corporation of
its stock or debt obligations to a shareholder
with respect to or in exchange for ifs stock;

“(5) any exchange to which section 361
apples (or would, but for section 367, apply),
where the transferor corporation was a do-
mestic corporation and was erigaged in ‘the
active conduct of a trade or business, other
than as & dealer in securities, immediately
before the date on which the assets involved
are transferred to the acquiring corporation;

“(8) any exercise of a right to convert in-
debtedness, pursuant to 1ts terms, into stock,
if such indebtedness is treated as stock pur-
suant to section 4920(a) (2) (D); or

“(7) the grant of a stock option or similar
right to a United States person who is
an individual, for any reason connected with
his employment by a corporation, if such
option or right (A) is granted by the em-
ployer corporation, or its parent or subsidiary
corporation, to purchase stock of any of
such corporations, and (B) by its terms is
not transferable by such United States per-
son otherwlse than by will or the laws of
descent and distribution, and is exercisable,
during his lifetime, only by him.

“(b) ExcLUDED ACQUISITIONS.—The ftax im-
posed by section 4911 shall not apply to the
acquisition—

*(1) THE UNITED STATES.—Of stock or debt
obligations by ah agency or wholly owned
instrumentality of the United States.

‘'(2) COMMERCIAL BANK LOANS —

“(A) Of debt obligations by a commercial
bank in making loans in the ordinary course
of 1ts commercial banking business,
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“(B) Of stock or debt obligations by a
commercial bank through foreclosure, where

such stock or debt obligations were held as

security for loans made in the ordinary

course of its commercial banking business.

“(3) AcQUISITIONS REQUIRED UNDER FOREIGN
1aw—Of stock or debt obligations by e
United States person doing business in a
foreign country to the extent that such
acquisitions are reasonably necessary to
satisfy minimum requirements relating to
holdings of stock or debt obligations of for-
eign 1ssuers or obligors imposed by the laws
of such foreign country; except that if any
of such requirements relate to the holding
of insurance reserves, the exclusion other-
wise allowable under this paragraph with
respect to acquisitions made by such United
States person during any calendar year shall
be reduced by the maximum amount of the
exclusion which could be allowed under sub-
sectlon (e) with respect to acquisitions made
by such person during that year, or by the
amount of the insurance reserves which must
be held in order to satisfy such requirements,
whichever is less.
~ “(4) EXPORT CREDIT, ETC., TRANSACTIONS.—
Of stock or debt obligations arising from the
sale of property or services by United States
persons, to the extent provided In subsec-
tion (c¢).

“(5) LOANS TO ASSURE RAW MATERIALS
sOURcES.—Of debt obligatioris by TUnited
States persons in connection™ with loans
made to foreign corporations to assure raw
materials sources, to the extent provided
in subsection (d).

“(8) ACQUISITIONS BY INSURANCE COMPAN-
IES DOING BUSINESS IN FOREIGN COUNTRIES.—

Of stock or debt obligations by insurance -

companies doing business in foreign coun-
tries, to the extent provided in subsection
e). .
*(7) ACQUISITIONS BY CERTAIN TAX-EXEMPT
LABOR, FRATERNAL, AND SIMILAR ORGANIZATIONS
HAVING FOREIGN BRANCHES OR CHAPTERS.—Of
stock or debt obligations by certain tax-
exempt United States persons operating in
foreign countries through local organlza-
tions, to the extent provided in subsection
(f).
‘(¢) ExPoRT CREDIT, ETC., TRANSACTIONS.—

“(1) In GENERAL—The tax Imposed by
section 4911 shall not apply to the acquisi-
tion from a foreign obligor of a debt obliga-
tion arising out of the sale of tangible per-
sonal property or services (or both) to such
obligor by any United States person, if— -

“(A) payment of such debt obligation is
guaranteed or insured, in whole or in part,
by an agency or wholly owned instrumen-
tality of the United States; or

“(B) the United States person acquiring
such debt obligation makes the sale in the
ordinary course of his trade o1 business and
not less than 85 percent of the purchase
price is attributable to the sale of property

- manufactured, produced, gown, or extracted

in the United States, or to the performance
of services by such United States person
(or by one or more includible corporations
in an afiliated group, as defined in section
1504, of which such person is a member),
or to both.

The term ‘services’, as used in this paragraph
and paragraph (2), shall not be construed to
include functions pérformed as’ an under-
writer.

*“(2) ALTERNATE RULE PRODWCING EXPORT-
ERS.—The tax lmposed by section 4911 shall
not apply to the acquisition by a United
States person from a foreign issuer or obligor
of its stock in payment for, or of a debt
obligation arlsing out of, the sale of tangible
personal property or services (or both) to
such issuer or obligor, if

“(A) not less than 30 percent of the pur-
chase price is attributable to the sale of

property manufactured, produced, grown,

or extracted in the United States by such
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United States person (or by ohe or more in-
cludible corporations in an affillated group,
as defined in section 1604, of which such
person Is a member), or to the performance
of services by such United States person
(or by one or more such corporations), or
to both, and

“(B) not less than 50 percent of the pur-
chase price is attributable to the sale of
property manufactured, produced, grown,
or extracted in the United States, or to the
performance of services by Unlted States
persons, or both.

“(3) EXPORT-RELATED LOANS.—The tax im-
posed by section 4911 shall not apply to the
acquisition from a foreign obligor by a
United States person of a debt obligation
arising out of a loan made to the obligor
to Increase or maintain sales of tangible
personal property produced, grown, or ex-
tracted in the United States by such United
States person (or by one or more includible
corporations in an affiliated group, as deflned
in section 1504, of which such person is a
member), but only if the proceeds of the
loan will be used by the obligor for the in-
gtallation, maintenance, or improvement of
facilities outside the United States which
(during the pertod the loan Is outstanding)
will be used for the storage, handling, trans-
portation, processing, packaging, or servic-
ing of property a substantial portion of
which 1s tangible personal property produced,
grown, or extracted in the Unlted States by
such person (or one or more such corpora-
tlons}.

“(4) OTHER LOANS RELATED TO CERTAIN
SALES BY UNITED STATES PERSONS.—The tax
imposed by section 4911 shall not apply to
the acquisition from a forelgn obligor by a
United States person of a debt obligation
of such obligor if such debt obligation—

“(A) was received by such United States
person as all or part of the purchase price
provided in a contract under which the
forelgn obligor agrees to purchase for a
period of 3 yéars or more ores or minerals
(or derivatives thereof) extracted outside
the United States—

“(1) by such United States person;

“(i1) by one or more includible corpora-
tionsg in an afiilliated group (as defined in
section 48(¢) (8)(C)) of which such person
1s a member; or

“(ili) by a corporation at least 10 per-
cent of the total combined voting power of
all classes of stock of which is owned by such
United States person, if at least 50 percent
of such voting power is owned by United
States persons each of whom owns at least
10 percent of such voting power; or

“(B) arises out of a loan (made by such
United States person to such forelgn obligor)
the proceeds of which will be used by such
obligor for the installation, maintenance, or
improvement of factlities outside the United
States which (during the period the loan is
outstanding) will be used for the storage,
handling, transportation, processing, or serv-
icing of ores or minerals (or derivatives
thereof) a substantial portion of which is
extracted outside the United States by such
United States person or by & corporation re-
ferred to in clause (il) or (iil) of subpara-
graph (A).

““(b) CROSS REFERENCE.—~ .

“Por loss of exclusion otherwise allowable
under this subsection in case of certain sub-
sequent transfers, see subsection (g). )

“(d) LoaNs To ASSURE RAw MATERIALS
SOURCES —

“(1) GeENERAL RULE—The tax imposed by
section 4911 shall not apply to the acquisi-
tion by a United States person of a debt
obligation arising out of a loan made by such
person to a foreign corporation, if—

“(A) such foreign corporation extracts or
processes ores or minerals the available de-
posits of which in the United States are in-
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ndequate to satisfy the needs of domestic
producers;

“(B) United States persons own at the
time of such acquisition at least 50 percent
of the total comblned voting power of all
classes of stock of such forelgn corporation:
and

“¢C) such loan will be amortized under a
contract or contracts in which persons own-
ing stock of such corporation iincluding at
least one of the United States persons re-
ferred to in subparagraph (B)) agree o pay
during the period remaining to maturity of
such obligation, by purchasing a part of the
production of such corporation or otherwise,
i portion of such corporation’s costs of op-
eration end costs of amortizing outstanding
loans.

*(2) LimitaTioN —The exclusion from tex
provided by paragraph (1) shall apply to the
acquisition of any debt obiigation of a for-
eign corporation only to the extent that—

“(A) the applicable percentage of (1) the
actual value of the debt obligation acquired,
plus (il) the actual value (determined ns of
the time of such acquisitlon) of all other
debt obligations representing loans which
were theretofore made to the [oreign corpor-
ation durilng the same crlendar year and
which are amortizable under contracts of the
Lype described in paragraph (1){(C). exceeds

“{By the actual value of the debt oblign-
iions described in subparagraph (A) {(1i) rep-
resenting loans made by United States per-
sons, to the extent that the acquisition of
such obligations was excluded from tax under
this subsection.

As used in this paragraph with respect to
the acquisition of a debt obligation, the
iterm ‘appilcable percentage” means the lesser
of (i) the percentage of the total combined
voting power of all classes of stock of the
foreign corporation which is owned by United
States persons at the time of such acquisi-
tion, or (i1) the percentage of the corpora-
tion's operating and amortization costs for
the calendar year which all such United
States persons have agreed 1o pay (a8 of the
timea of such acquisition) under contracts of
the type described in paragraph (1) (C).
“(e) ACQUISITIONS BY INSUBANCE COMPA-
NIES Domng BUsSINESS IN FOREIGN COUNTRIES.——

“(1) In cENERAL.—The tax imposed by sec-
tion 4911 shall not apply to the acguisition
of stock or a debt obligation by a Unlted
States person which is an Insurance com-
pany subject to taxatlon under sectlon 802,
821, or 831, Lf—

“{Ay such stock or debt obligation is desig-
nated (in accordance with paragraph (3)) as
part of a fund of assets established and main-
tained by such Insurance company (in ac-
cordance with paragraph (2)) with respect
Lo foreign risks Insured or reinsured by such
company under contracts {including annuity
contracts) which, by thelr terms, provide
that the proceeds shall be payable only In
the currency of a foreign country; and

“(B) the actual value of all of the assels
held in such fund immediately after the stock
or debt obligation has bheen designated as a
part thereof does not exceed 110 percent of
the applicable allowable reserve deterimined
in accordance with paragraph (4}.

As used in this subsection, the term ‘for-
rign risks’ means risks in connectlon with
property outside, or Hability arlsing out of
sctivity outside, or in connection with the
lives or health of residents of countries oth-
o1 than, the United States.

21 ESTABLISHMENT AND MAINTENANCE OF
»UND OF ASSETS.—Each insurance company
which desires to obtain the benefit of ex-
«<lusions under this subsection shall (as a
condition of entitlement to any such ex-
ciuston) establish and malntain a fund (ot
iunds) of assets in accordance with this par-
agraph and paragraph (3). A life insurance
company (as defined in section 80l(a)) shall
establish such a fund of assets separately
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for each foreign currency (other than the
currency ol a country which gualifies as a
less developed country) In which the pro-
ceeds of its insurance contracts are payable
and for which lnsurance reserves are msain-
tained by such company, and with respect
to wiich [t desires to obtein the benefits of
exclusions under this subsectlon: and the
preceding sentence shall be applied separately
to each such fund in determining the com-
pany's entitlement to exclude acquisitions
of stack and debt obligations deslgnated as
a part thercof. An Insurance company other
than a life insurance company (as so defined)
shall establish a single fund of assets for
all forelgn currencies (other than currencies
of countries which quallfy as less developed
countries at Lhe time of the initial designa-
tion) in which the proceeds of its Insurance
contracts are payable and for which insur-
ance reserves are maintained by such com-
pany

“13) DESIGNATION OF ASSETS.—

“tA) INITIAL DESIGNATION.—

"il) REQUIREMENT OF INITIAL DESIGNA-
TION. —AR Insurance company desiring to
establish a fund (or funds) of assets under
paragraph (2} shall inftially designate, as
part or all of such fund (or funds), stock
of fourelgn issuers, or debt obligations of
forelgn obligors having a period remalning
to maturity of 3 years or more. or both,
which It owned on Dcecember 10, 1983, to the
extent that such stock or debt obligations
or both had an actual value as of such date
not tn excess (ln the case of any such fund)
of 110 percent of the applicable nllowable
reserve of such company as determined In
accurdance with paragraph (4) (A). The
designation or designations which an Insur-
ance company is required to make under the
preceding sentence shall be made first from
stock and debt obligations which were ac-
quired by such company on or before July
18. 13963, and shall In no case include any
stock or debt obligation described in para-
graph (1), (2), or (3) of section 4B16(a).

“11i) TIME AND MANNER OF INITIAL DES-
icnaTION.—ADYy initial designation which an
insurance company is required to make
under this subparagraph shall be made on
ar before the 30th day after the date of the
enacrment of this chapter {(or at such later
time as the Secretary or his delegate may by
regulations preseribe) by the segregaltion
on the books of such company of the stock
or debt obligations (or both) designated.

“{H) DESIGNATIONS TO MAINTAIN FUND.—
Ta the extent permitted by subparagraph
(C}, an insurance company may claim an
exclusion under this subscction with respect
to the acquisition of stock or a debt obliga-
tion of & forelgn issuer or obligor after De-
cember 10. 1983, {f such company designates
such sitock or debt obligation as part of a
fund of assets described in paragraph (2)
before the expiration of 30 days after the
date of such acguisition (and continues to
own it until the time the designation Is
niade) ; except that any such stock or debt
abligation acquired before the initlal desig-
nation of nssets to the fund is actually made
as provided in subparagraph (A) (1i) may be
designated under this subparagraph at the
time of such initial designation without re-
gard to such 30-day and continued owner-
ship requirements. .

(1) LIMITATION.- -No designation of stock
or a debt obligation as part of & fund of
assets shall be made under this paragraph
tr the extent that. immediately thereafter,
Lhie sctunl value of all of the assets held In
sucn rund would exceed 110 percent of the
upplicable anllowable reserve determined in
accordance with paragraph (4).

{4} DETERMINATION OF RESERVES.-—-

“{A) (GENERAL RULF -—For purposes of Lhis
subscction. the term ‘allowable reserve’
meiiis-—

“{1; 1n the case of a life insurance com-
pan) (as defined in section 80i(a))}. the
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items taken into account under section
B10(e¢) arising o1t of contracts of insurance
and reinturance (including annuity con-
tracts) which relate to foreign risks and the
nroceeds of which are payable In a single
foreign currency (other than the currency
of a less «leveloped country); and

“{i1) in the case of an insurance company
other than a lifs insurance company (as so
defined), she amount.of its unearned premi-
ums and vnpaid losses which relate to foreign
risks insured or reinsured under contracts
providing for payment in foreign currencies
(other than currencies of less developed
countries) and whick are taken into account
in computing taxable income under section
832(b) (4 and 5) (for such purpose treat-
ing underwriting income of an Insurance
company subject to taxation under section
821 as taxible income under section 832).
The determination of an allowable reserve
of an insurance company for any calendar
year shall be made as of the close of the
previous cilendar- year.

"“(B) SPeCIAL ELECTION WITH RESPECT 10 DE-
TERMINATION OF ALLOWABLE RESERVE.—NOt-
withstanding th2 last sentence of subpara-
graph (A), an insurance company which has
established a fund of assets under this sub-
section may elect, In such manner and form
as the Secretary or his delegate shall by reg-
ulatlons prescrite and at the time 1t is re-
quired under se:tlon 6076 to file its return
for the period in which the last day of the
calendar year occurs, to make the determina-
tion of the allowable reserve applicable to
such func with respect to such year as of
the close of such year. Upon making such
election the company may (if the allowable
reserve as so determined is higher than as
determinel under subparagraph (A)) deslg-
nate addlitional #tock or debt obligations (or
both) as art of such fund, so lonz as the
company stlll owns such stock or debt obli-
gations at the time of designation and the
actual value of all of the assets held in such
fund I8 not increased to more than 110 per-
cent of the allowable reserve applicable to
such fund as determined under this sub-
paragraph. Any tax paid by such company
under seciion 49t1 on the acquisition of the
additional stock or debt obligations so desig-
nated shall constitute an overpayment of tax;
and, under regulations prescribed by the Bec-
retary or I8 delegate, credit or refund (with-
out interest) shull be allowed or made with
respect to such overpayment.

“{5) NONRECCGNITION OF ARTIFICIAL IN-
CREASES IN ALLOWABLE RESERVE.—ADN Insurance
or reinsurance contract which is entered into
or acquired by an insurance company for
the principal purpose of artificially increas-
ing the amount determined as an allowable
reserve as provided in paragraph (4) shall
not be recognized in computing whether an
acquisition of stock or a debt obligation of
a foreign issuer or obligor can be exzcluded
under this subsection.

“{f) AC3UISITIONS BY CERTAIN Tax-EXEMPT
LABOR, FRATERNAL, AND SIMILAR ORGANIZATIONS
Having FOREIGN BRANCHES OR CHAPTERS.—The
tax tmpos2d by section 4911 shall not apply
to the acqaisition of stock or debt obligations
by a Unlted States person which 1s described
fn section 501{c and exempt from taxation
under subtitle A, and which operates in a
foreizn country through a local organiza-
tion or organizations, to the extent that—

(1) such acq:isition results from the in-
vestment or reiavestment of contributions
or membership fees paid in the currency of
such country by -ndividuais who are members
of the local organization or organizations,
and

“(2) the stock or debt obligations’acquired
are held =xciusively for the benefit of the
members > any of such local organizations.

“(g) Lo:ss oF ENTITLEMENT TO EXCLUSION IN
CasE OF CERTAIN SUBSEQUENT TRANSFERS —

“(1) IN GENERML. —
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“(A) Where an exclusion provided by para-
graph (1) (B), (2), (8), or (4) of subsection
(c), or the exclusion provided by subsection
(d), has applied with respect to the acquisi-
tion of a debt obligation by any person, but
such debt obligation is subsequently trans-
ferred by such person (before the termlna-
tion date specified in section 4911(d)) to a
United States person otherwise than—

“(i) to any agency or wholly owned in-
strumentality of the United States;

“(it) to a commercial bank acqulring the
oblin‘ation in the ordinary course of ifs com-
mercial banking business; or

f(iit) in a transaction described in sub-
section (a) (1) or (2), ora transaction (other
than a transfer by gift) described in subsec-
tion (a) (3),
then liability for the tax imposed by section
4911 (in an amount determined under sub-
paragraph (D) of this pargaraph) shall be
incurred by the transferor (with respect to
such debt obligation) at the time of such
subsequent transfer.

“(B) Where the exclusion provided by
paragraph (2) of subsection (c¢) has applied
with respect to the acquisition of stock hy
any person, but such stock is subsequently
transferred by such. person (before the ter-
mination date specified in section'4911(d)) to
a United States person otherwise than in a
transaction described in subsection (a) (1)
or (2), or a transaction (other than a trans-
fer by gift) described in subsection (a)(8),
then liability for the tax imposed by section
4911 (in an amount determined under sub-
paragraph (D) of this paragraph) shall be
incurred by the transferor (with respect to
such stock) at the time of such subsequent
transfer.

‘(C) Where the exclusion provided by sub-
section (f) has applled with respect to the
acquisition of stock or a debt obligation by
any person, but such stock or debt obliga-
tion is subsequently transferred by such
person (before the termination date specified
in section 4911(d)) to any United States
person, then liability for the tax imposed by
sectlon 4911 (in an amount determined under
subparagraph (D) of this paragraph) shall
be incurred by the transferor (with respect

to such stock or debt obligation) at.the

time of such subsequent transfer.

‘(D) In any case wWhere an exclusion pro-
vidéd by paragraph (1) (B), (2), (3), or (4)
of subsection (c¢) or by subsection (d) or (f)
has applied, but a subsequent transfer de-
scribed in subparagraph (A), (B), or (C) of
this paragraph occurs. and liability for the
tax imposed by section 4911 is incurred by
the transferor as a result thereof, the amount
of such tax shall be-equal to the amount of
tax for which the transferor would have
been llable under such section upon his ac-
quisition of the stock or debt obligation in-
volved if such exclusion had not applied with
respect to such acquisition.

(2) UNITED STATES PERSON ~TREATED AS
FOREIGN PERSON ON DISPOSITION OF CERTAIN
SECURITIES.—F0or purposes of this chapter, if,
after December 10, 1963, a United States per-
son sells or otherwise disposes of stock or
a debt obligation which 1t—

“(A) acquired to satisfy minimum require-
ments imposed by foreign law and with re-

spect to which it claimed an exclusion under-

subsection (b) (3),

“(B) designated (or Wwas required to desig-
nate) as part of a fund of assets under sub-
section (e),
such person shall not, with respect to that
stock or debt obligation, be consitdered a
United States person.

“SeC. 4915, EXCLUSION FOR DIRECT INVEST-
MENTS,
‘“(a) IN GENERAL.—
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(1) EXCLUDED ACQUISITIONS.—Except &s
provided in subsections (¢) and (d) of this
section, the tax imposed by section 4911
shall not apply to the acquisition by a United
States person (A) of stock or a debt obliga-
tion of a forelgn corporation if immediately
after the acquisition such person (or one or
more includible corporations in an affiliated
group, as defined in section 1504, of which
such person Is a member) owns (directly or
indirectly) 10 percent or more of the total
combined voting power of all classes of stock
of such foreign corporation, ¢r (B) of stock
or a debt obligation of a foreign partnership
if immediately after the acquisttlon such
person owns . (directly or indirectly) 10 per-
cent or more of the profits interest in such
foreign partnership. For purposes of the
preceding sentence, stock owned (directly or
indirectly) by or for a forelgn corporation
shall be consldered as being owned propor-
tionately "by its shareholders, and stock
owned (directly or indirectly) by or for a
forelgn partnership shall be considered as
belng owned proportionately by its partners.

“(2) OVERPAYMENT WITH RESPECT TO CER-
TAIN TAXABLE ACQUISITIONS.—The tax paid un~
der section 4811 on the acquisition of stock
of a foreign corporation or foreign partner-
ship by a United States person shall (unless
this subsection is inapplicable by reason of
subsection (e) or (d)) constitute an overpay-
ment of tax if such person continupusly holds
such stock from the time of its acquisition
to the last day of the calander year in which
the acquisition was made and as of such last
day meets the ownership requirement of par-,
agraph (1). TUnder regulations prescribed
by the Secretary or his delegate, credit or
refund (without interest) shall be allowed or
made with respect to such overpayment.

“(b) SPECIAL RULE FOR GGOVERNMENT-CON-~
TROLLED ENTERPRISES.—A TUnited States per-
son shall be considered to meet the owner-
ship requirement of subsection (a) (1) with
respect to a forelgn corporation or a forelgn
partnership if—

“(1) the government of a foreign country
or any political subdivision thereof, or an
agency or lnstrumentality of such a govern-
ment, directly or indirectly through such cor-
poration or partnership or otherwlise, restricts
to less than 10 percent the percentage of the
total combined voting power of all classes
of stock of such corporation, or the per-
centage of the profits interest in such part-
nership, which may be owned by such United
States person;

“(2) such person owns at least 5 percent
of the total combined votlhg power of so
much of such stock, or at least 6 percent of
so.much of such profits interest, as is not
owned by any such government, agency, or
instrumentality;

“(8) a trade or business actively con-
ducted in one or more forelgn countries by
such’ United States person (or by one or
more corporations in an affiliated group, as
defined in section 48(c) (8) (C), of which such
person 1s a member) is directly related to the
business carried on by such foreign corpora-
tlon or foreign partnership; and

“(4) such person, and one or more other
United States persons each of-which satisfles
the conditions set forth in paragraphs (2)
and (3), together meet the ownership re-
quirement of subsection (a) (1).

“{¢) EXCEPTION FOR FOREIGN CORPORATIONS
OR PARTNERSHIPS FORMED OR AVAILED OF FOR
TAX AVOIDANCE.——

“(1) IN GENERAL—The provisions of sub-
sections (a) and (b) shall be Inapplicable in
any case where the forelgn corporation or
forelgn partnership is formed or availed of by
the United States person for the principal
purpose of acquiring, through such corpora-
tlon or partnership, an interest in stock or
debt obligations (of one or more other for-
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elgn issuers or obligors) the direct acquisi-
tion of which by the United States person
would be subject to the tax lmposed by sec-
tion 4011. .

“(2) COMMERCIAL BANKS, UNDERWRITERS,
AND REQUIRED HOLDINGS.—For the purposes of
this subsection, the acquisition by a United
States persons of stock or debt obligations of
a foreign corporation or foreign partnership
which acqulres stock or debt obligations of
forelgn issuers or obligors—

“(A) in making loans in the ordinary
course of its business as a commercial bank,

“(B) in the ordinary course of 1ts businhess
of underwriting and distributing securities
1ssued by other persons, or

“(C) to satisfy minimum requirements
relating to holdings of stock or debt obliga-
tlons of forelgn issuers or obligors imposed
by the laws of foreign countries where such
foreign corporation or foreign partnership is
doing business.
shall not, by reason of such acquisitions by
the foreign corporation or foreign partner-
ship, be considered an acquisition by the
United States person of an interest in stock
or debt obligations of foreign issuers or
obligors.

“(38) Loss oF ENTITLEMENT TO EXCLUSION
OR REFUND WHERE FOREIGN CORPORATION OR
PARTNERSHIP IS AVAILED OF FOR TAX AVOID~-
ANCE—In any case where—

“(A) the exclusion provided by suboection
(a) (1) has applied with respect to the acqui-
sition of stock or a debt obllgatlon by a
United States person, or

“(B) a credit or refund of tax under sub-
section (a) (2) has been received by a United
States person ‘with respect to acquisitions of
stock made during a calendar year,
but the foreign corporation or partnership is
avalled of by such person (after the acquisi-
tion described in subparagraph (A) is made
or the calendar year described in subpara-
graph (B) has ended, but before the termi-
nation date speclfied in section 4911(d)) for
the principal purpose described in paragraph
(1) of this subsection, then liability for the
tax tmposed by section 4011 shall be incurred
by such person (with respect to such stock
or debt obligation) at the, time the foreign
corporation or partnership is so availed of;
and the amount of such tax shall be equal
(in a case described In subparagraph (A))
to the amount of tax for which such person
would have been llable under such section
upon his acquisition of the stock or debt
obligations involved If such exclusion had
not applied to such acquisition, or (in a case
described in subparagraph (B)) to the ag-

" gregate amount of tax for which such person

was liable under such section upon his acqui-
sitlons of the stock involved.

“(d) EXCEPTION FOR ACQUISITIONS MADE
‘WirH INTENT To SELL TOo UNITED STATES PER-
sons.-—The provisions of subsections (a)
and (b) shall be inapplicable in any case
where the acquisition of stock or debt obli-
gations of the foreign corporation or foreign
partnership 1s made with an intent to sell,
or to offer to sell, any part of the stock or

- debt obligations acqulred to United States

persons.

“SeEc. 4916. EXCLUSION FOR INVESTMENTS IN
Less DEVELOPED COUNTRIES,

“(a) GeNgrAL RurLe—The tax imposed by
section 4911 shaell not apply to the acquisi-
tion by a United States person of—

‘(1) a debt obligatlon issued or guaran-
teed by the government of a less developed
country or a political subdivision thereof, or
by an agency or instrumentality of such a
government;

“(2) stock or a debt obligation of a less
developed country corporation; or

“(8) a debt obligation lssued by an indi-
vidual or partnership resident in a less de-
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veloped country in return for property which
is used. consumed, or disposed of wholly
within one or more less developed countries,

(b)) Less DeveELoPED CouNTRY DEFINED —
For purposes of this section, the term ‘less
developed country’ means any forelgn coun-
try (other than an area within the Sino-
Soviet bloc) with respect to which, as of the
date of an acquisition referred to in subsec-
tion (a), there 18 in effect an Executive order
by the President of the United States desig-
nating such country as an economically less
developed country for purposes of the tax
imposed by section 4811. For purposes of
the preceding sentence, Executive Order
Numbered 11071, dated Dccember 27, 1562
(designating certain areas as economically
less developed countries for purposes of sub-
parts A and F of part ITI of subchapter N,
and section 1248 of part IV of subchapter P,
of chapter 1), shall be deemdd to have been
issued and in effect. for purposes of the tax
imposed by section 4911, on July 18, 1963,
and continuously thereafter until there is
in effect the Executive order referred to in
the preceding sentence. An oversea terri-
tory, department, province, or possession of
any foreign country may be designated as a
separate country. No designation shall be
made under this subsection with respect to
any of the following: Australia, AUstria,
Belgium, Canada, Denmark, France, Qer-
many (Federal Republie), Hong Kong, Italy,
Japan, Liechtenstein, Luxembourg, Monaco,
Netherlands, New Zealand, Norway, Republic
of South Africa, San Marlno, Spain. Sweden.
Switzerland, United Kingdom.

After the President (under the first sentence
of this subsection) has designated any for-
eign country as an economically less devel-
oped country for purposes of the tax imposed
by section 4811, he shall not terminate such
designation (either by issuing an Executive
order for that purpose or by issuing an Ex-
ecutive order which has the effect of termi-
nating such designation) unless, at least 30
days before such termination, he has notified
the Senate and the House of Representatives
of his intentlon to terminate such designa-
tion.

“{e) Less DEVELOPED COUNTRY CORPORATION
DEFINED ~—

(1) IN GENERAL.—For the purposes of thils
section, the terin ‘less developed country cor-
poratiog’ means & foreign corporation which
for the applicable periods set forth in para-
graph (2)— .

“(A) meets the requirements of section
955(¢c) (1) or (2}; or

“(B) has gross income 80 percent or more
of which {8 derived from sources within less
developed countries, and has assets 80 per-
cent or more Iin value of which consists of
property described in clauses (i1}, (1¥), and
(v1 of section 855(¢) (1) (B):

except that in applying this paragraph the
determination of whether a forelgn country
is a less developed country shall be made in
accordance with subsection (b) of this sec-
tion.

“{2) APPLICABLE PERIODS.—The determina-
11ons required by subparagraphs (4) and (B}
of paragraph (1) shall be made (A) for the
annual accounting period (if any) of the
foreign corporation immediately preceding
its accounting period in which the acquisi-
tion involved is made, (B) for the annual
accounting period of the foreign corporation
in which such acquisition {8 made. and (C)
for the next succeeding annual accounting
period of the foreign corporation.

*{3) SPECIAL RULES FOR TREATMENT OF COR-
PORATIONS AS LESS DEVELOPED COUNTRY CORFO-
RATIONS.—A forelgn corporation shall be
treated as satisfying the definition in para-
graph (1) with respect to the acquisition by
a4 United Stales person of stock or & debt
obligation If-—
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“(Ay before the acquisition occurs {(or, In
the case of an acquisition occurring before
or within 60 days after the date of the en-
actment of thia chapter, pursuant to appli-
cation made within such period following
such <ate as may be prescribed by the Secre-
tary or his delegate In regulations), it is es-
tablished to the satisfaction of the Secretary
or his delegate that such forelgn corpora-
Lion-—

“(1) has met the applicable requirements
of puragraph (1) for the period (if any) re-
ferred to in paragraph (2) (A), and

“(11) may reasonably be expected to satisf{y
such requirements for the perlods referred
tu in paragraphs (3) (B) and (C); or

“{B) in the case of an acquisition occurring
on or befors December 10, 1883, the appli-
cable requirements of paragraph (1) are met
for the annual accounting period of the for-
eign corporation immediately preceding its
accounting period In which the acquisition
occurred.

{47 TREATMENT OF CORPORATIONS AS LESS
DEVELOPED COUNTRY CORPORATIONS [N OTHER
casES. -4 forelgn corporation may also be
treated as satlsfying the definition in para-
graph (1) with respect to the acquisition by
a United States person of stock or a debt
obligation (but subject to possible subse-
guent labhility for tax under subsection
(i), f—

“(A) such corporation has met the ap-
plicable reguirements of paragraph (1) for
the period (if any) referred to tn paragraph
t2)(A), and

*(B) such person reasonably believes that
such corporation will satisfy such require-
ments for the perlods referred to in para-
graphs (2) (B) and (C}.

“(d) SUBSEQUENT LIAPILITY §OR TAX IN CER-
TAIR CABES.-—

“t1) S8TOCK AND DEBT OBLIGATIONS OF CER-
TAIN CORPORATIONS. —Where a foreign cor-
poration is treated under subsection (c¢) (%)
as satisfying the definition in subsection (c)
(1) and the exclusion provided by subsection
(a)12) has applied with respect to the ac-
quisition of stock or a debt obligation of
sttch corporation by any person, but such
corporation falls to satisfy the definition con-
tained in subsection (c¢) (1) for either of the
applirable accounting periods referred to in
clauses -(B) and {(C) of subsection (c¢)(2)
(and 1t 18 not treated under subsection
{c) (3) as satisfying such definition), then
lHability for the tax imposed by section 4811
shall be Incurred by such person (with re-
spect to such stock or debt obligation) as of
the close of the earliest such applicable ac-
counting period (ending on or before the
termination date specified In sectlon 4811
(d)) with respect to which the corporation
falls to satisfy such definition; and the
amount of such tax shall be equal to the
amount of tax for which such person would
have been liable under such section upon the
acquusition of the stock or debt obligation
involved if such exclusion had not appiied
with respect to such acguisition.

12} DEBT OBLIGATIONS ISSUED IN RETURNM
FOR CERTAIN FROPERTY.—Where the excluslon
provided by subsection (a)(3) has applied
with respect to the acgulsition by a United
States person of a debt obligation issued In
return for properly as provided in such sub-
section, but part or all of such property is
used. conswned, or disposed of (belore the
termination date specified If section
4811.d)) otherwise than wholly within one
or more less developed countries, then lia-
bility for the tax tmposed by section 4811
shail be incurred by such personn (with re-
spect to such debt obligation) as of the time
such property is first s0 used, consumed, or
disposed of . and the amount of such tax shall
be equal to the amount of tax for which
such person would have been liable under
such seciton upon the acquisition of the debt
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obligation invoived if such exclusion had not
applied with respact to such acquisition.

“SEeC. 4917. EXCLUSION FOR ORIGINAL OR NEW
Iss1Es WHERE REQUIRED FOR IN-
TERMNATIONAL MONETARY Sta-
BILITY,

‘“(a) IN GENErsL.—If the President of the
Unlted States shnll at any time determine
that the application of the tax tmposed by
section 49)1 will have such consequences
for a foreign country as to Iimperil or
threaten to lmperil the stability of the inter-
national monetary system. he may by Execu-
tive order specify that such tax shall not
apply to the acquisition by a United States
person of ntock or a debt obligation of the
governmen: of such foreign country or a
polltical st bdivis.on thereof, any agency or
instrumentality of any such government, any
corporatior, partnership, or trust (other
then a company registered under the In-
vestment Company Act of 1940) organized
under the laws o such country or any such
subdlvisior, or any Individual resident there-
in, to the exten! that such stock or debt
obligation s acquired as all or part of
an origlna or new issue as to which there
is filed such nozice of acquisition as the
Secretary or his delegate may prescribe by
regulations. In the case of acqulsitions made
during the period beginning July 19, 1963,
and ending with the date of the enactment
of this chapter. the notice of acquisition may
be filed within such period following the date
of such eractment as the Secretary or his
delegate may prescribe by regulations.

*'(b) APIPLICABILITY OF EXECUTIVE ORDER.—
An Executive order described in subsection
(8) may be mpplicable to all such original or
new Issues or to any saggregate amount or
classification thereof which shall be stated
in such order anc shall apply to acqulsitions
occurring curing such period of time as shall
be stated therein. If the order is applicable
to & limited aggregate amount of such issues
it ahall apply (under regulations prescribed
by the Becretary or his delegate) to those
acquisitiors as to which notice of acquisi-
tion was first filed, provided that in the case
of any such notice the acquisition described
in the notice is made before or within 30
days after the dute of filing.

“{c) OR:GINAL oR NEw Issue—For pur-
poses of thile section, a debt obligation shall
be treatec. as part of an original or new
issue only if acquired not later than 60 days
after the date on which interest begins to
accrue on such ooligation, and stock shall be
trented as part of an original or new issue
only when 1t ls acquired from the issuer by
the Unitec State: person claiming the exclu-
sion.

“"Sec. 4918. EXEMPTION FOR PRIOR AMERICAN
OWNERSHIP.

“{a) GENERaL RurLe.—The tax imposed by
section 4911 shall not apply to an acquisi-
tion of stock or a debt obligation of a foreign
issuer or obligor if it is established by clear
and conv.ncing evidence that the person
from whora such stock or debt obligation was
acquired was a Unlited States person through-
out the period of his ownership or con-
tinuously since July 18, 1963.

“(b) CERTIFICATE OF AMERICAN OWNER-
sHwr.—Fotr purposes of subsection (a), &
certificate of Amarican ownership received in
connection with an acquisition shall be con-
clusive proof for purposes of this exemption
of prior American ownership unless the per-
son making such acquisition has actual
knowledge that the certificate is false in
any material respect.

"“(¢) TRADING ON CERTAIN NATIONAL SE-
cURITIES ExcHANGES —For purposes of subsec-
tion (n), & wr:tten confirmation received
from a member or member organization of
a national secirities exchange registered
with the Securitles and Exchange Commis-
slon statiag that an acquisitlon was made
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in the regular market on such exchange
(and not subject to a special contract) shall
be conclusive proof for purposes of this
exemption of prior American ownership (un-
less thte person making such acquisition has
actual knowledge that the confirmation is
false in any material respect), if such ex-
change has in effect at the time of the acqui-
sition rules providing that—

“(1) any stock or debt obligation, the
acquisition of which by any United States
person would be subject to the tax Imposed
by sectlon 4911 but for the provisions of
this sectlon, shall be sold in the regular
market on such exchange (and not subject
to & special contract) only if the member or
member organization of such exchange who
effects the sale of such stock or debt obliga-
tion as broker has in his possession (A) a
certificate of American ownership with re-
spect to the stock or debt obligation sold,
or (B) a blanket certificate of American
ownership with respect to the account for
which such stock or debt obligation is sold;
and,

“(2) any member or member organiza-
tion of such exchange effecting as broker
a purchase of any such stock or debt obli-
gation subject to a speclal contract (and not
in the regular market) shall furnish the
person making such an acquisition a written
confirmation stating that the acquisition
was made subject to such special contract.

“(d) TRADING IN THE OVER-THE-COUNTER
MARKET.—For purposes of subsection (a), &
written confirmation from a member or
member organization of a national securities
association registered with the Securities
and Exchange Comiission received in con-
nection with an acquisition made other than
on a natlonal securities exchange described
in subsection (c¢) shall be conclusive proof
for purposes of this exemption of prior
American ownership, unless the confirma-
tion states that the acquisition was made
from a person who has not executed and
filed a certificate of American ownership
with respect to the stock or debt obligation
sold or a blanket certificate of American
ownership with respect to the account from
which the stock or debt ohligation is sold
(or the person making such acquisition has
actual knowledge that the confirmation is
false in any material respect), if such asso-
ciation has in effect at the time of the ac-
gquisition rules providing that any member
or member organization of such assoclation
who effects a sale as broker other than on &
national securities exchange of any stock or
debt obligation, the acquisition of which by
any United States person would be subject
to the tax imposed by section 4911 but for
the provisions of this seetlon, must—

“(1) have In his possession (A) a certifi-
cate of American ownership with respect to
the stock or debt obligation sold, or (B) a
pblanket certificate of American ownership
with respect to the account for which such
stock or debt obligation is sold; or

“(2) furnish to the person acquiring such
stock or debt obligation written confirma-
tion stating that the acquisition is from a
person who has not executed and filed a
certificate of American ownership with re-
spect to such stock or debt obligation or a
blanket certificate of American ownership
with respect to the account from which
such stock or debt obligation is sold.

Any member or member organization of such
an assoclation who acquires any stock or
debt obligation for his or its own account
other than on a national securities exchange
may treat a blanket eertificate of American
ownership with respect to the seller’s ac-
count as conclusive proof for purposes of
this exemption of prior American ownership,
unless such member or member organiza-
tion has actual knowledge that such certifi-
cate is false in any material respect.

*“(e) ExECUTION, FILING, AND CONTENTS OF
CERTIFICATE.—A  certificate of American
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ownership or blanket certificate of American
ownership under this section must be ex-
ecuted and filed in such manner and set
forth such information as the fjecretary or
his delegate shall prescribe by regulations.

uSEc, 4910, SALES BY TUNDERWRITERS AND
DrALERS TO FOREIGN PERSONS.

‘(a) CrEDIT OR RerunD~—The tax paid
under section 4911 on the acquisition of stock
or debt obligations of a foreign issuer or
obligor shall constitute an overpayment of
tax to the extent that such stock or debt
obligations—

‘(1) PRIVATE PLACEMENTS —Are acquired
by an underwriter from the foreign lssuer or
obligor (or from a person Or persons con=
trolling, contolled by, or under common con=-
trol with such issuer or obligor) and are sold
directly by the underwriter to persons other
than United States persons in transactions
not involving & public offering;

“(2) PUBLIC OFFERINGS.—Are acquired by
an underwriter for distribution in connec-
tion with a public offering by a foreign 18-
suer or obligor (or a person or persons con-
tolling, controlled by, or under common <on-
trol with such issuer or obligor) and are
sold as part of such publc offering by the
underwriter (including sales by other
United States persons participating in the
distribution of the stock or debt obligations
acquired by the underwriter) to persons
other than United States perscns; or

“(3) CERTAIN DEBT OBLIGATIONS —Consist
of debt obligations acquired by a dealer in
the ordinary course of his business and sold
by the dealer to persons other than United
States persons within 90 days after (or, in
the case of short sales, within 90 days be-
fore) their acquisition.

Under regulations prescribed by the Sece-
retary or his delegate, credit or refund (with-
out interest) shall be allowed or made with
respect to such overpayment.

“(b) EVIDENCE TO SUPPORT CREDIT OR RE-
ronD.—An underwriter or dealer clalming
credit or refund under this section shall flle
with the return required by section 6011(d)
on which credit is claimed, or with the claim
for refund, such information”as the Secre-
tary or his delegate’ may by reguations
prescribe. Credit or refund shall not be
allowed with respect to stock or debt obliga-
tions sold by a Unlted States person par-
ticipating in the distribution of the stock
or debt obligations acquired by an under-
writer unless the underwriter establishes by
clear and convincing evidence that such stock
or debt obligations were sold to persons other
than United States persons. For purposes
of the preceding sentence, a certificate of
sales to forelgn persons (executed in such
manner by the United Siates person making
such sales, filed in such manner, and setting
forth. such Informiation, as fthe Secretary
or his delegate may by regulations prescribe)
shall be conclusive proof for purposes of the
credit or refund that such sales were made
to a person other than a United States per-
son unless the underwriter relylng upon the
certificate has actual knowledge that the
certificate is false in any material respect.
In any case where two or more underwriters
form a group for the purpose of purchasing
and distributing (through resale) stock or
debt obligations of a single foreign issuer or
obligor, the filing of a certificate of sales to
foreign persons by any one of such under-
writers may, to the extent provided by reg-
ulations prescribed by the Secretary or his
delegate, constitute the flling of such certifi-
cate for all of such underwriters,

“(¢) DerFINITIONS—For purposes of this
section—

“(1) the term ‘underwriter’ means any
person who has purchased stock or debt ob-
ligations from the issuer or obligor (or from
a person controlling, controlled by, or under
common control with such issuer or obligor),

.or from another underwriter, with a view
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to the distribution through resale of such
stock or debt obligations; and

“(2) the term ‘dealer’ means any person
who 1s a member of the National Association
of Securitles Dealers and who lIs regularly
engaged, as & merchant, in purchasing stock
or debt obligations and selling them to
customers with a view to the gains and
profits which may be derived therefrom.
“SEc. 4920, DEFINITIONS.

“(a) IN GENERAL—FOr purposes of this
chapter—

(1) DEBT OBLIGATION.—

“(A) IN GENERAL—Except as provided in
subparagraph (B), the term ‘debt obligation’
means—

“(1) any indebtedness, whether or not rep-
resented by a bond, debenture, note, certifi-
cate, or other writing, whether or not secured
by a mortgage, and whether or not bearing
interest; and

“(1) any interest in, or any option or
similar right to acquire, a debt obligation re-
ferred to in this subparagraph, whether or
not such interest, option, or right is in writ-
ing. .

“(B) ExcepTIONs.—The term ‘debt obliga-
tion’ shall not include any obligation which—

“(1) is convertible by its terms into stock
of the obligor, if it is so convertible only with-
in a period of 6 years or less from the date
on which interest begins to accrue thereon;
or

“(i1) arises out of the divorce, separate
maintenance, or suppott of an individual who
is a, United States person.,

“(2) Srock.—The term ‘stock' means—

«“(A) any stock, share, or other capital
interest in & corporation;

“(B) any Interest of a partner in a part-
nership; ,

“(C) any interest in an investment trust;

“(D) any indebtedness which is convert-
ible by its terms into stock of the obligor,
if 1t is so convertible only within a perlod of
5 years or less from the date on which inter-
est begins to accerue thereon; and

“(E) any interest in, or option or similar
right to acquire, any stock described in this
paragraph. '

“(3) FOREIGN ISSUER OR OBLIGOR—The
terms ‘foreign issuer’, ‘foreign obligor’, and
‘forelgn issuer or obligor' mean any lssuer
of stock or obligor of a debt obligation, as the
case may be, which is—

“(A) (1) an international organization of
which the United States is not a member.

“(il) the government of a foreign country
or any political subdivision thereof, or an
agency or instrumentality of such a govern-
ment,

“(ii1) a corporation, partnership, or estate
or trust which is not a United States person
as defined in paragraph (4); or

“(iv) a nonresident allen individual;

“(B) a domestic corporation which, as of
July 18, 1963, was a management company
registered under the Investment Company
Act of 1940 if—

“(1) at least 80 percent of the value of
the stock and debt obligations owned by
such corporation on July 18, 1963, and at
least 80 percent of the value of the stock
and debt obligations owned by such corpora-
tion at the end of every calendar quarter
thereafter (through the quarter preceding
the quarter in which the acquisition in-
volved is made), consists of stock or debt
obligations of foreign issuers or obligors and
other debt obligations having an original
maturity of 90 days or less;

“(il) such corporation elects to be treated
as a foreign issuer or obligor for purposes
of this chapter; and

“(ill) such corporation does not material-
1y increase lts assets during the period from
July 18, 1963, to the date of such election
through bhorrowing or through issuance or
sale of Its stock (other than stock issued
or sold on or before September 16, 1963, as
part of a public offering with respect to

Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1



Approved For Release 2005/05/18 : CIA-RDP66B00403R000500200002-1

1354

which a registration statement was fAirst filed
with the Becurities and Exchange Commis-
sion on July 18, 1083, or within 90 days
before that date).

The eleciion under clause (11} shall be made
on or before the 60th day after the date of
the enactment of this chapter under regula-
tions prescribed by the Secretary or his deie-
gate. Such election shall be effective as of
the date specified by the corporation, but not
later than the date on which such election
is made, and shall remain in effect until re-
voked. 1If, at the close of any succeeding
calendar quarter, the company ceases to meet
the requirement of clause (1). the election
shall thereupon (with respect to quarters
after such ealendar quarter) be decmed re-
voked. When an election 1s revoked no
further election may be made. If the assets
of a foreign corporation are acquired by a
domestic corporation in a reorganization de-
scribed In subparagraph (D) or (F) of sec-
tion 368(a) (1), the two corporations shall
be considered a single domestic corporation
for purposes of this subparagraph.

A foreign corporation (other than a com-
pany registered under the Investment Com-
pany Act of 1840} shall not be consldered
a forelgn !ssuer with respect to any class of
its stock which is traded on one or more
national securities exchanges registered with
the Securities end Exchange Commission,
if the trading on such national sscurities
exchanges constituted the principal market
for such class of stock during the calendar
year 1862 and if, as of the latest record date
before July 19, 1983, more than B0 percent
of such class of stock was held of record by
United Btates persons.

"“({4) UNITED STATER PERSON.—The term
‘United States person’ means—

“(A) a citizen or resident of the United
States,

*{B) a domestic partnership,

“(C) a domestic corporation, other than a
corporation described in paragraph (3)(Bj,

“(D) An agency or wholly owned instru-
mentallty of the Unlted States,

“(E) a State or political subdivision. or any
agency or instrumentality thereof, and

“(PF) any estate or trust—

(1) the Income of which from sources
without the United States is Includible in
gross income under subtitle A (or would be
50 includible if not exempt from tax under
sectlon 501(a), section 521(aj, or section
584(b)), or

“(11) which is situated in the Common-
wealth of Puerto Rico or a possession of the
United States.

"*(8) DoMEesTIC CORPORATION; DOMESTIC
PARTNERSHIP.—The terms ‘domestic corpora-
tion’ and ‘domestle partnership' mean. re-
spectively, a corporation or partnership
created or organized in the United States or
under the laws of the United States or of
any State.

“{6) UNITED STATES: STATE—The term
‘United States’ when used In a geographlcal
sense Includes the States, the District of
Columbia, the Commonwesalth of Puerto Rico,
and the possessions of the United States;
and the term ‘State’ includes the District of
Columbia, the Commonwealth of Puerto Rico,
and the possessiona of the United States.

"(7) PERIOD REMAINING TO MATURITY —

“({A) In eENERAL—Subject to the modi-
fieations set forth in subparagraph (B), the
period remaining to maturity of a debt abli-
gation shall be that period beginning on
ihe date of its acquisition and ending on the
fixed or determinable date when. according
to its terms, the pavment of principal be-
comes due,

“(B) MopmricaTioNs.—The perind remain-
ing to maturity—

(1) of any interest in, or any option or
similar right to acquire, any debt obllgation
shall be the period remalning to maturity of
that debt obligation at the time of the ac-
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quisition of such interest, option. or right;

“{i1} of any debt obligation which is re-
Dewable without affirmative action by the
oblles, or of any interest In or option or
similar right to acqulre such & debt obliga-
tion. shall end on the last day of the final
renewal period;

(i1} of any debt obligation which has no
fixed or determinable date when the payment
of principal becomes due shall be considered
ta ba 2815 vears;

"(1v) of any debt obligation which is pay-
able on demand shall be considered to be
less than 3 years; and

“(v}) of a debt obligation which is subject
ta retirement before its maturity through op-
eration of a mandatory sinking fund shall be
determined under regulations prescribed by
the Secretury or his delegate,

“(b} CROSS REFERENCE.—

“Por definition of ‘mcquisition’, see section
4912."

(b) TECHNICAL AMENDMENT.—The table of
chapters for subtitle D Is amended by add-
tng ut the end thereof the following ttem:

“Uhapter 41. Interest equalization tax."

(¢} EFFECTIVE DaTe.—

(1) GENERAL RULE. —Except as provided by
paragraphs (2), (3}, (4), (5), (6), and (7).
the amendments made by this sectfon shall
apply with respect to acquisitions of stock
and debt obligations made after July 18, 1863,

(2) PREEXISTING COMMITMPNTS —Such
amendments shall not apply to an acquisl-
tion —

(A) made pursuant to an obligation to
acquire which on July 18, 1983 —

(' was unconditional, or

(11) was subject only to conditions con-
tained In a formal contract under which par-
tial performance had occurred:;

(B) as to which on or before July 18, 1963,
the ncquiring United States person (or,in a
case where 2 or more Unlted States persons
are rnaking acquisitions, &s part of a single
tranraction, & majority in Interest of such
persons) had taken every action to signify
approval of the acquisition under the proce-
dure; ordinarily employed by such person (or
persons) in similar transactions and had sent
or deposited for dellvery to the forelgn issuer
or obligor writien evidence of such approval
in the form of a commitment letter, memo-
randum of terms, or other signed document
setting forth the principal terms of such ac-
quisition, subject only to the execution of
form il documents evidencing the acqulsition
and to customary closing condltions; or

(C) which would be excluded from tax un-
der sectlon 4815 of the Internal Revenue
Code of 1954 but for the provisions of sub-
sectlon (¢) thereof, If (1) on or before July
18, 1363, tke acquiring United States person
applied for and received from a forelgn gov-
ernment (or an agency or instrumentality
thereof) authorization to make such acquisi-
tion und approval of the amount thereof, and
(11) ruch authorization was required in order
for such acquisition to be made.

(3. PusLiCc OFFERING.—Such amendments
shall not apply to an acquisition made on or
befute September 16, 1983, if—

(A 8 registration statement (within the
mearing of the Securities Act of 1938) was in
effect with respect to the stock or debt
obligatlon acquired at the time of {ts ac-
quisition;

(B, the registration statement was first
filed with the Becurities and Exchange Com-
mission on July 18, 1963, or within 90 days
befora that date: and

(Ci no amendment was filed with the Se-
curit.es and Exchange Commlssion after July
18. 1363, and before the acquisition which
had “he effect of Increasing the number of
shares of stock or the ageregate face amount
of tha debt obligations covered by the regis-
tration statement,

(4) INVESTMENT OF PROCEEDS OF SUBSCRIP-
TION OFFERING~Buch amendments shall not
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apply to an acquisition of stock or debt ob-
ligations of a forelgn lIssuer or obligor by a
corporation electing under section 4520(a)
{3) (B) o! the Iaternal Revenue Code of 1954
to be treated as a foreign issuer or obligor for
purposes of chapter 41 of such Code, to the
extent that the amount of consideration paid
for all such stock and debt obligations does
not exceed the proceeds received by such
corporation frem a subscription offering
(completed on or before September 18, 1063)
as to which a registration statement was
filed with the Sacurities and Exchange Com-
mission cn July 18, 1963, or within 80 days
before that dats.

(8) LISTED SECURITIES.—Such amendments
shall not apply to an acquisition made on or
before August 18, 1863, if the stock or debt
obligation invo.ved was acquired on a na-
tional securitles exchange registered with
the Securltles aad Exchange Commisgion.

(8) OPrIONS AND FORECLOSURES.—Such
amendments shall not apply to an acqui-
sition—

(A) of stock pursuant to the exercise of
an option or sinlar right (or a right to con-
vert a debt obligation into stock), 1f such
option or right was held on July 18, 1963, by
the person making the acquisition or by a
decedent from -whom such person acquired
the right to exercise such optlon or right by
bequest or {nheritance or by reason of such
decedent's deatk, or

(B) of stock or debt obligations as a result
of a foreclosure by a creditor pursuant to the
terms of an instrument held by such
creditor on July 18, 1963.

(7) DoMesTICATION.—Such amendments
shall not apply to the acquisition by a do-
mestic corporatlon of the assets of a foreign
corporaticn pursuant to a reorganization
described {n subosaragraph (D) or (F) of sec-
tion 368B(e.) (1) cf the Internal Revenue Code
of 1954 if the acyulsition oceurs on or before
the 1B0th day after the date of the enact-
ment of this Act and the forelgn corpora-
tion was 1 management company registered
under the Investment Company Act of 1940
from July 18, 1863, until the time of the
acquisitioa.

(B) MEANING OF TERMS.—Terms used In
this subsection .except as specifically other-
wise provided) shall have the same meaning
as when used i{r chapter 41 of the Internal
Revenue (lode of 1954, .

SEC. 3. RE1URNS.

(a) MaxING OF REerUaNns.—Section 6011
(relating to general requirement of return,
statement, or list) is amended by redesignat-
ing subsectlon () as subsection (e), and by
adding after subsection (c¢) the following
new subsection:

“(d)} INTEREST EQUALIZATION Tax RETURNS,
ETc.—

“'{1) IN GENER:L —Every person shall make
a return for each calendar quarter during
which he ncurs liability for the tax imposed
by sectior 4911, or would so incur Hahility
but for tte provisions of section 4918. The
return shell, In eddition to such other infor-
mation as the Sccretary or his delegate may
by regulations raquire, include a list of all
acquisitions mace by such person during the
calendar rjuarte’ which are exempt under
the provisions o’ section 4918, and shall be
accompan ed by clear and convincing evi-
dence showing that the acqulsitions are so
exempt. No return or accompanying evi-
dence shall be re juired under this paragraph
In connection with any acquisition with re-
spect to which e written confirmation, fur-
nished In accordance with the requirements
described in sectlon 4918 (c¢) or (d), is
treated as conclisive proof of prior Ameri-
can ownership; nor shall any such acquist-
tion be required to be listed in any return
made und:r this paragraph,

"(2) INI'ORMATION RETURNS OF COMMERCIAL
BANKS.—Every United States person (as de-
fined In section 4920(a) (4)) which is a com-
mercial bank shrll file a return with respect
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to loans and commitments to foreign obli-
gors at such times, in such manner, and set-
ting forth such information as the Secretary
or his delegate shall by forms and regulations
prescribe.

“(3) REPORTING REQUIREMENTS FOR MEMBERS
OF EXCHANGES AND ASSOCIATIONS.—Members of
member organizations of national securities
exchanges and national securities associa-
tions registered with the Securities and Ex-
change Commission shall keep such records
and file such information as the Secretary or
his delegate may by regulations prescribe in
connection with sales effected by such mem-
bers or member organizations as brokers, and
acquisitions made for their own accounts, of
stock or debt obligations as to which a cer-
tificate of American ownership or blanket
certificate of American ownership is executed
and fled as described in section 4918(e).”

(b) TiME FOR FILING RETURNS.—Part V of
subchapter A of chapter 61 (relating to time
for fillng returns and other documents) is
amended by adding at the end thereof the
following new section:

“gpE. 6076. TIME FOR FILING INTEREST EQUALI-
ZATION TAX RETURN.

“Fach return made under section 6011(d)
(1) (relating to interest equalization tax)
shall be filed on or before the last day of the
first month. following the period for which it
is made.”

(¢) PuprLicITY oF RETURNS.—Section 6103
(a) (2) (relating to public record and inspec-
tlon) 1s amended by striking out “and sub-
chapter B of chapter 37" and inserting in lieu
thereof “subchapter B of chapter 37, and
chapter 41",

(d) CLERICAL AMENDMENT—The table of
sections for part V of subchapter A of chap-
ter 61 i1s amended by adding at the end
thereof the following:

“Qec. 8076. Time for filing interest equali-
zation tax returns.”

(e) PmmsT RETURN PeRIoD.~—Notwithstand-
ing any proviston of section 6011(d) (1) of
the Internhal Revenue Code of 1954, the first
period for which returns shall be made under
such section 6011(d) (1) shall be the period
commencing July 19, 1963, and ending at the
close of the calendar quarter in which the
enactment of this Act occurs.
8rc. 4. DISALLOWANCE OF DEDUCTION

AMOUNT PAID A8 INTEREST EQUAL-
IZATION TaAX

Section 263(a) (relating to capital expen~
ditures) is amended by adding at the end
thereof the following new paragraph:

“(3) Any amount pald as tax under section
4911 (relating to imposition of interest equal~
ization tax) except to the extent that any
amount attributable to the amount paid as
tax is included in gross income for the tax-
able year.”

SEC. 5, PENALTIES,

(a) AssEssaBLE PENaLTIES.—Subchapter B
of chapter 68 (relating to assessable penal-
ties) is amended by adding at the end
thereof the following new sections:

“SEC. 6680. FAILURE TO FILE INTEREST EQUAL~
IZATION TAX RETURNS

“In addition to the penalty imposed by
section 7208 (relating to willful failure to
file return, supply information, or pay tax),
any person who is required under section
6011(d) (1) ' (relating to interest equallza-
tion tax returns) to file a return for any
period in respect of which, by reason of the
provisions of section 4918, he incurs no li-
ability for payment of the tax imposed by
section 4911, and who fails to file such re-
turn within the time prescribed by section
8076, shall pay a penalty of $10 or b percent
of the amount of tax for which he would
incur liability for payment under section
4911 but for the provisions of section 4918,
whichever is the greater, for each such fail-
ure unless it is shown that the failure is due
to reasonable cause. The penalty imposed
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by this section shall not exceed $1,000 for

each fallure to file a return,

“Spc. 6681, FALSE EQUALIZATION Tax CERTIFI-
CATES

“(a) ¥arge CERTIFICATE OF AMERICAN
OwNERsHIF.—In addition 16 the criminal
penalty imposed by section 7241, any per-
son who willfully executes a certificate of
American ownership or blanket certificate of
American ownership described 1n section
4918(e) which contalns a misstatement of
material fact shall be lable to a penalty
equal to 125 percent of the amount of tax
imposed by section 4911 on the acquisition
of the stock or debt obligation involved
which, but for the provisions of section
4018, would be payable by the person acquir-
ing the stock or debt obligation. -

“(b) LIABILITY OF MEMBERS OF NATIONAL
SECURITIES EXCHANGES AND ASSOCIATIONS.—
A member or member organization of a na-
tional securitles exchange described in sec-
tion 4918(c) or a national securities associ-
atlon described in section 4918(d) shall be
liable to a penalty equal to 126 percent of
the amount of tax imposed by section 4911
on the acquisition (in a transaction subject
to the rules of such exchange oOr assocla~
tion as described 1n section 4018(c) or (d))
of stock or a debt obligation which but for
the provisions of section 4918, would be
payable by the person acquiring the stock
or debt obligation, if such member—

“(1) wilifully effects the sale of such
stock or debt obligation or furnishes a writ-
ten confirmation with respect to the pur-
chase or sale of such stock or debt obliga-

tion other than in accordance with the re--

quiremonts described In section 4918 (c¢) or
d); or’
¢ “(2) has actual knowledge that—

“(A) the certificate of American owner-
ship or the blanket certificate of American
ownership (referred to in section 4918) in his
possession in connection with the sale of
such stock or debt obligation is false in any
material respect; or

“(B) the person who executed and filed the
planket certificate of American ownership
in his possession was not a nited States
person at the time of sale.

“(¢) FaLSE CERTIFICATE OF SaLEs To FOR-

g6y PeRgoNs.—In addition to the criminal -~

penalty imposed by gectlon 7241, any person
who willfully executes a certificate of sales
to foreign persons described in section
4919(b) which contalns a misstatement of
material fact shall be lable to a penalty
equal to 125 percent of the amount of the
tax imposed by section 4911 on the acquisi-
tion of the stock or debt obligatlon involved
which, but for the provisions of section
4919(b), would be payable by the under-
writer acquiring the stock or debt obliga-
tion.

“(d) PenanLty To BE IN Lieu oF TaAX IN
CeErTAIN Cases-—Unless the person acquiring
the stock or debt obligation involved had
actual knowledge that the certificate was
false in any material respect, the penalty
under subsection (2) or (c) shall be in lieu
of any tax on the acquisition of such stock
or debt obligation under section 4911.”

(b) CriMINAL PENALTY~—Part II of sub-
chapter A of chapter 76 (relating to penalties
applicable to certain texes) 1s amended by
adding at the end thereof the following
new section:

“SERC. 7241, PENALTY FOR FRAUDLENT EQUALI-
ZATION ‘Tax CERTIFICATES.

“Any person who willfully executes a cer-
tificate of American ownership or blanket
certificate of American ownership described
in section 4918(e), or a certificate of sales
to foreign persons described in section
4919 (b), which is known by him to be fraud-
ulent or to be false in any material respect
shall be gullty of & misdemeanor and, upon
convictlon thereof, shall for each offense be
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fined not more than $1,000, or imprisoned
not more than 1 year, or both.”

(¢) CLERICAL AMENDMENTS.—

(1) The table of sections for subchapter
B.of chapter 68 is amended by adding at the
end thereof the following:

“Sec. 6680. Failure to file Interest equaliza-
tlon tax returns. :

“Sec. 6681, False equalization tax certifi-
cates,”

(2) The table of sections for part II of
subchapter A of chapter 75 1s amended by
adding at the end thereof the following:
“Sec. 7241, Penalty for fraudulent equaliza~

tlon tax certificates.”

The C . No amendments
are in order to the bill or to the commit-
tee substitute except amendments offered
by direction of the Committee on Ways
and Means, and such amendments shall
not be subject to amendment. .

Are there any committee amendments?

Mr, MILLS. Mr. Chairman, there are
two committee amendments, entirely
clerical in nature to correct errors in the’
printing of the committee amendment.
I ask unanimous consent that the two
amendments be considered en bloc.

The CHATRMAN. Is there objection
to the request of the zentleman from
Arkansas? _

There was no objection.

The Clerk read as follows:

Committee amendments: Page 35, In the
table which follows line B, strike out “AL
least 314 years, but less than 814 years” and
insert “At least 314 years, but less than 41
years”.

Page 57, line 16, strike out “caset” and
insert “case”.

The CHAIRMAN., . The question is on
the committee amendments.

The committee amendments
agreed to.

The CHAIRMAN. The question is on
the committee amendment in the nature
of a substitute, as amended.

The committee amendment was agreed

were

to.

The CHAIRMAN. TUnder the rule, the
Committee rises. .

Accordingly, the Committee rose; and
the Speaker having resumed the Chair,
Mr. Gary, Chairman of the Committee of
the Whole House on the State of the Un-
ion, reported that that Committee having
had under consideration the bill (H.R.
8000) to amend the Internal Revenue
Code of 1954 to impose a tax on acquisi-
tions of certain foreign securities in order
to equalize costs of longer term financing
in the United States and in markets
abroad, and for other purposes, pursuant
to House Resolution 643, he reported the

"bill back to the House with an amend-

ment adopted by the Committee of the
Whole.

The SPEAKER. Under the rule, the
previous question is ordered. The ques-
tion is on the committee amendment.

The committee amendment was agreed
to.

The SPEAKER. The quesbion is on
%)he engrossment and third reading of the

ill.

The bill was ordered to be engrossed
and read a third time, and was read the
third time.

The SPEAKER. The question is on
the passage of the bill,
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Wisconsin. Mr.

Speaker, I offer a motion to recommit,

The SPEAKER. Is the gentleman op-

posed to the biil?

Mr. BYRNES of Wisconsin.

Speaker.

The SPEAKER. The Clerk will report

the motion to recommit,
The Clerk read as follows:

Mr. BYRNES of Wisconsin moves to recom-
mit the bill HR. 8000 to the Committee on

Ways and Means.

Mr. MILLS. Mr. Speaker. I move the
brevious question on the motion to re-

commit.

The previous question was ordered.

The SPEAKER. The question is on

the motion to recommit,
The motion to recommit was rejected.

The SPEAKER. The question is on

the passage of the bill.

Mr. BYRNES of Wisconsin.

Idemand the yeas and nays.

Mr. MILI.S. Mr. Speaker, 1 join the

gentleman in that request.
The yeas and nays were ordered.

The question was taken: and there

were—yeas 238, 142, answered

nays

“present” 1, not voting 51, as follows:

Abbitt
Abernethy
Addabbo
Albert
Andrews, Ala.
Ashley
Ashmore
Aspinall
Baring
Barrett
Beckworth
Bennett, Fla.
Blatnik
Boggs
Boland
Bonner
Brademas
Bray
"Buckley
Burke
Burkhalter
Burleson

Burton, Calil.

Byrne, Pa.
Cameron
Cannon
Carey
Casey
Celler
Chelf
Clark
Cohelan
Collier
Colmer
Cooley
Corbett
Caorman
Cunningham
Curtin
Daddario
Daniels
Davis, Ga.
Delaney
Dent
Denton
Diggs
Dingell
Donohue
Dorn
Dowdy
Downing
Dulgrki
Duncan
Edmondeon
Edwards
Everett
Evins
Falion
Farbstein
Fascell
Felghan
Filnnegan
Fisher

[Roll No. §8]

YEAS-—238

Flood

Flvynt
Fogarty
Forrester
Fountaln
Fraser
Friedel
Fulton, Tenn.
Fuqua
Gallagher
Garmatz
Gary
Gathings
Giatmo
Gibbons
Gllbert
Gill
Gonzaiex
Grabowski
Grant
Gray
Grifin
Griffiths
Hagan, Ga.
Hagen, Callf.
Haley
Hanna
Hansen
Harding
Hardy
Harris
Hawkins
Haya
Healey
Hébert
Hechler
Hemphil}
Hendersoa
Herlong
Holifleld
Huddleston
Hull
Ichord
Jennings
Joelson
Johnson, Calif.
Jobnson, Wis.
Jones, Mo,
Karsten
Karth
Kastenmeler
Kee

Kelly
Kilgore
Kirwan
Kluczynskl
Kornegay
Kunkel
Landrum
Leggett
Lennon
Lesinski
Libonati

Long, La.
MeDowell
McFall
McMillan
Macdoneid
Mahon
Marsh
Matthews
Miller. Callf.
Mills
Minigh
Monagan
Montoye
Moorhead
Mourgan
Morris
Morrison
Moss
Muiter
Murphy, 1.
Murphy, N.Y.
Murray
Natcher

N

Nix

O'Brien. N.Y.
O™Hara, T11.
O'Hara, Mich.
O Konski
Olsen, Mont.
Olson, Minn.
O’'Nelll
Patman
Patten
Pepper
Perkins
Philbin
Pickle

Pike

Ptlcher
Poage

Poft

Powell

Price
Pucinski
Purcell
Randall
Reuss
Rhodes. Pa.
Rlvers, Alasgka
Rivers, S.C.
Rodino
Rogers, Fla.
Rogers, Tex.
Rooney, N.Y.
Rooney, Pa.
Rooaevelt
Rosenthal
Rostenkowski
Housh
Rovbal
Rvan, Mlch.
Ryan, N.Y,

Iam, Mr.

On that

Bt Germaln
Baylor
Bchreebell
Schv-eiker
Beot!.
Secruet
Beldi'n
Sent.er
Shipiey
Sickies
Siker

Slier

Sisk

8mith, Towa
Smith, Va.
Snyder
Staebler

Abel:
Adal:
Alger
Andcrson
Andrews,

N .ak.
Aren/s
Ashbrook
Auchincioss
Ayres
Raldwin
Barry
Bates
Battin
Becker
Beermann
Belcler
Berry
Betts
Bolton,

Fraices P
Bow
Hrock
Broomfleld
Brotzmen
Broyhill, N.C.
Broyhill, Va.
Burtcn, Utah
Byrnes, Wis.
Cahilt
Cederberg
Charm berlain
Clancy
Clausen,

Dorn: H.
Clawson., Del
Cleve.and
Conte
Cramer
Curtlr
Daguce
Derounian
Derwinski
Devine
Dole
Dwye:
Findk v
Forem.an

Btagrers
Btephens
Btiratton
Btubblefieid
Bulllvan

Taylor

Teague, Tex.
Thomas
Thompson, La.
Thompson, N.J.

Thompson, Tex.

Toll
Trimble
Tuck

Udall
Ullman
Van Dcerlin

NAYS-142

Fulton, Pa.
Glenn
Goodell
CGoodling
Groass
Grover
Gubser
Gurney
Halleck
Hulpern
Harrtson
Harsha
Harvey, Ind
Harvey, Mich.
Hoeven
Horan
Horton
Hosmer
Hutchinson
Jensen
Johansen
Johnson, Pu
Jonas
Kelth
Keogh
Kilburn
King, N.Y.
Knox

Kyi

Laird
Lindsay
Lipscomb
Lloyd

Loog. Md.
McClory
McCulloch
McDade
Mcintire
McLoskey
MaoGregor
Mallliard
Martin, Calif.
Martin, Mass.
Martin, Nebr,
Matsunaga
May

Michel
Milliken

Frelinghuysen Minshall
ANSWERED "PRESENT"—1

Avery
Bass
Hell
Bennetit, Mich
Bolling
Bolton.
Qliver P.
Bromwell
Hrooks
Brown. Calif.
Brown. Ghio
Bruce
Chencweth
Davis. Tenn.
Dawson
Elliott
Ellsworth
Flno

So the bill was passed.
The Clerk announced the following

pairs:

Langen

Ford
Green. Oreg.
Hall
Hoffman
Holland
Jarman
Jones, Ala.
K:ng, Calif.
Lankford
Latta
Madden
Mathirs
Meader
Miller, N.Y.
Norblad
O'Brien, NI,
Passman
Pool

On this vote:
Mr. Steed for, with Mr, Langen agalnst.
Mr. Bass for, with Mr. Widnall against.
Mr. 3t. Onge for, with Mr. Taft against.
Mr. Siack for, with Mr. Mathlas against.

Mr. Brooks for. with Mr. Ellsworth againat.
Mr. King of California for, with Mr. Pino

agalnst.

Vanik
Vinton e
Watson
Watts
Weltner
Whitener
‘Whitten
Wickersham
Williams
Wiilis
Wilson,
Charles H,
Winstead
Wright
Young
Zablocki

Moore
Morse
Morton
Mosher
Nelsen
Osmers
Qstertag
Pelly
Pilllon
Pirnie

Quie
Quillen
Reid. Il
Retd. N.Y.
Reifel

Rich
Rlelhman
Roblaon
Roudebush
Rumsfeid
Bt. George
Schadeberg
Schenck
Schwengel
Snort

Sibal
Smith, Callf.
8pringer
Stafford
Stinson
Talcott
Teague, Calif.
Thomaon, Wis,
Tollefson
Tupper

Ut

Van Pelt
Wallhauser
Weaver
Wastiand
Whalley
Wharton
Wilson, Bob
Wilson, Ind.
Wydler
Wyman
Younger

NOT VOTING-~31

Ralns
Rhodes, Ariz.
Robeits, AlA.
Roberts, Tex,
Rogers. Colo.
8t. Onge
Sheppard
8hriver
Skubltz
Black

Bteed

Taft

Tuten
Waggonner
White
Widnall
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Mr. Madden for. with Mr. Hoffman against.
Mr. Davis of Tennessee, with Mr. Oliver P.

Bolton against.

Mr. Holand for., with Mr. Brown of Ohlo
against.

Mr. Rogers of Colorado for, with Mr. Hall
against,

Mr. Jones of Alubama for, with Mr. Rhodes
of Arizonn against.

Mr. White for, with Mr. Bell against.

Mr. Elliott for with Mr. Miller of New York
against.

Mr. Roberts of Alabama for, with Mr.
Bromwell agalnst.

Mr. Sheopard or, with Mr. Skubitz against.

Mr. Roterts oi Texas for, with Mr. Shriver
agalnst.

Until further notice:

Mrs. Green of Gregon with Mr. Ford.

Mr. O'Brien of Illinois with Mr. Avery.

Mr. Passman with Mr. Bruce.

Mr. Browun of California with Mr. Norblad.

Mr. Waggonne: with Mr. Chenoweth.

Mr. Lankford with Mr. Bennett of Michi-
gan,

Mr. Rains with Mr. Latta.

Mr. Dawson with Mr. Meader.

Mr. Tutken with Mr. Pool.

Mr. LANGEN. Mr. Speaker, on this
vote I amn recorded as voting “no.” I
have a live pair with the gentleman from
Oklahoma [Mr Steep]. If he were pres-
ent, he would vote “yea.” Therefore, I
withdraw my vate and vote “present.”

The result of the vote was announced
as mbove recorded.

A motion to reconsider was laid on the
table.

AUTHORIZING DEFENSE PROCURE-
MENT AND RESEARCH AND DE-
VELOPMENT FOR FISCAL YEAR
1965

Mr. VINSON submitted the following
conference report and statement on the
bill tH.R. 9637, to authorize appropria-
tions during fiscal year 1965 for procure-
ment of aircrafr, missiles, and naval ves-
sels, and research, development, test,
and evaluation. for the Armed Forces,
and for ozher purposes:

CONFERINCE R2roRT (H. REPT. No. 1213)

The corrmittee of conference on the dis-
agreeing votes of the two Houses on the
amendments of the Senate to the bill (H.R.
9637) to authorize appropriations during
fiscal year 1965 fir procurement of alreraft,
missiles, and naval vessels, and research, de-
velopnient, test, and evaluation, for the
Armed For:es, and for other purposes, hav-
ing met after fuli and free conference, have
agreed to recommend and do recommend to
their respective Fouses as follows:

Amendment numbered 1: That the House
recede from 1ts disagreement to the amend-
ment of tre Senite numbered 1, and agree
to the sam with an amendment, as follows:
Strtke out .he master proposed to be stricken
out and ir lieu 5f the matter proposed to
be inserted by the Senate amendment insert
the followlng: ‘%1,345045,000": and the
Senate agree to the same.

Amendm:nt numbered 2: That the House
recede from {t8 d.sagreement to the amend-
ment of the Sen:te numbered 2, and agree
to the same with an amendment, as follows:
Strike out the ma-ter proposed to be stricken
out and in lieu of the matter proposed to be
inserted by the Senate amendment insert
the following: “$1,378,060,000"; and the Sen-
ate agree Lo the sane,

Amendment numbered 3: That the House
recede frotr. its disagreement to the amend-
ment of the Senate numbered 3, and agree
to the same with .n amendment, as follows:
Strike @t the matter proposed to be stricken
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